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-What could go wrong with a tape 
punch adding machine this simple? 


This is the Burroughs P 1100, first tape punch adding machine specifically engineered to 
capture data at the source. No cable hookups. Nothing tacked on. Everything—even the 
full-sized rewind tape spool—is contained and protected in one neat, compact unit, like a 
regular full-keyboard adding machine. It's as rugged and quiet and easy to operate, too. 
Punching isn't electrical —it's mechanical, at the instant the data is printed. This way, you 
never have to worry about the data on the punch tape not being identical to that on the 
printed tape. There’s no need for an expensive electrical checking mechanism to make 
sure the tape is being properly punched. 

What's more, the Burroughs P 1100 gives you six protective locks, including one which 
prevents accidental punching during an operator's absence. Enforced use of keys and 
sequence interlock provides automatic rejection of incorrectly 
entered data on the keyboard. Burroughs—TM 


FREE BOOKLET... © 
“For Accountants Only." Burroughs Burroushe 


Just write to Business Machines 
Ltd e Toronto, Ont. 








A GOOD MAN TO KNOW 


Your Independent Insurance Agent is a good man to call when it’s a matter of 
CONTRACTORS’ BONDS AND INSURANCE. 


He offers alert, on the spot, expert service that can save you trouble and time. 


Ask him to outline for you the broad and comprehensive coverage available 
through Canadian Surety policies. 
e LIABILITY e CASUALTY 
e FIRE e SURETY 
e LOST SECURITIES e MULTI-PERIL 
e INLAND TRANSPORTATION 


Consult him for a professional analysis of your or your clients’ insurance 
problems and needs. 


Half a Century of fair dealing 


The Canadian Surety Company 


M. B. STRONG, President and General Manager 


Head Office: Toronto, Ontario. 


Branch Offices: 
Toronto, Halifax, Montreal, Ottawa, Winnipeg, Edmonton, Calgary, Vancouver 


. 





: ‘usiness and professional 
men appreciate the value of 
our Agency Services. 


National 
Toronto Montreal 


Hamilton Winnipeg Calgary Trust 
Edmonton Vancouver Victoria 


NM-1 


ESTABLISHED 1898 


Purchasers and Distributors 
of Government, Municipal and 
Corporation Securities 


A.E. Ames & Co. 


Limited 
Business Established 1889 


TORONTG MONTREAL NEWYORK LONDON, ENG. VANCOUVER VICTORIA 
WINNIPEG CALGARY LONDON HAMILTON OTTAWA KITCHENER 
ST. CATHARINES OWEN SOUND QUEBEC’ BOSTON, MASS. 
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IN THIS ISSUE 


C. J. CRAFT AND J. M. KIBBEE 
(page 135) 

Widespread interest has been dis- 
played in recent years in a new tech- 
nique in executive development which 
is having a significant impact on man- 
agement training and the grooming of 
executives for positions of top respon- 
sibility. Just as chess was originally 
a form of war game, so this technique 
develops a game involving business 
decisions which exposes a man to 
real-life problems in business, enab- 
ling him to learn from experience 
without paying the price that would 
result from decisions made in real 
life. In their article “Management 


Games” Clifford J. Craft and Joel M. 
Kibbee describe how the game is 
played, the full purpose of this “dy- 
namic training exercise” and some of 
the benefits that can be derived from 


it. 


Mr. Craft is manager of the man- 
agement controls department in the 
New York office of Peat, Marwick, 
Mitchell & Co., and co-author with 
Mr. Kibbee of “Management Games: 
A New Technique for Executive De- 
velopment” published by Reinhold 
Publishing Corporation. He was form- 
erly with the American Management 
Association where he served as man- 
ager of the finance and manufacturing 
divisions, and one of his special pro- 
jects was the development of a widely 
publicized business game known as 
AMA Top Management Decision Sim- 
ulation Exercise. He is a member of 
the American Society for Quality Con- 
trol, the Institute of Management 
Science, National Association of Ac- 
countants, Operations Research So- 
ciety of America and the Society for 
the Advancement of Management. 


Mr. Kibbee is manager of customer 
educational services for the Reming- 


ton Rand Univac Division of Sperry 
Rand Corporation. He was formerly 
with the Systems Development Cor- 
poration in Santa Monica, California, 
engaged in research in management 
control system design and has been 
active in the design and use of busi- 
ness games. He is a graduate of the 
University of California and carried 
out post-graduate studies at the Uni- 
versity of Paris, France. 


D. M. WILSON, C.A. (page 143) 

In “Conversion to Direct Costing: 
A Case Study”, an enthusiastic pro- 
ponent of direct costing describes the 
steps taken by his company to gain 
acceptance of a conversion program 
to a direct-costing system. There is 
no easy path to changing a complex 
system, states Douglas M. Wilson who 
is comptroller of Canadian Chemical 
Company Limited, but his article 
underscores one salient fact — any 
major organizational change can be 
greatly facilitated if, when it comes to 
making high policy decisions, a close 
working relationship has been estab- 
lished between top management and 
other members of the organization. 


Mr. Wilson joined Canadian Chem- 
ical Company in 1953 as a cost ac- 
countant and in 1958 was appointed 
to his present position. His interest 
in direct costing was intensified that 
same year when the company decided 
to make a study of this method of ac- 
counting. Since then he has taken an 
active part in national conferences on 
the subject in Canada and the U.S. 
He is a graduate of the University of 
Alberta and a member of the Institute 
of Chartered Accountants of Alberta. 


H. T. AITKEN, C.A. (page 150) 


Four important factors are closely 
related to Canada’s position as a 
world trading nation — price, quality, 
prompt delivery and credit, and it is 


Continued on page 118 
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ye REPEAT PERFORMANCE 


Time, error and cperator boredom are 
eliminated with the assured accuracy 
of Friden’s ‘Tape-Talk’ Systems. The 
Friden Flexowriter punches your vital 
information on tape as a by-product of 
all data typed. This provides accurate 
records for automatic handling of 


almost every communicative routine, 
plus figures necessary for inventory 
checks, sales breakdowns etc. Consult 
your local Friden representative for a 
demonstration. Joseph McDowell Sales 
Limited, 36 Mobile Drive, Toronto 16, 
Ontario, PLymouth 9-4121 


Friden Business Systems--Tape-Taik 
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why should 
a company 


finance 
equipmente 


Because equipment financing is 
the accepted modern-day 
method of becoming the owner 
of equipment while still keeping 
working capital intact for its 
more important functions. 


FINANCE YOUR 
EQUIPMENT 


TO MINIMIZE CASH OUT- 
LAYS—You keep your busi- 
ness in balance with minimum 
cash down payments. 

TO INCREASE CREDIT 
CAPACITY—You have a new 
source of credit which does not 
affect your established banking 
or other lines of credit for daily 
operating needs. 


TO RELATE COSTS TO IN- 
COME—You pay current in- 
stalments only, tailored to your 
income through regular, accel- 
erated or skip payment plans. 
There is no demand obligation. 
Only you and your principals, 
through knowledge of your 
special needs, can decide the 
best medium of corporate 
financing for your business. 
When you decide new equip- 
ment is required, ask your dealer 
to arrange financing through 
Traders. 


EQUIPMENT DIVISION 


TRADERS FINANCE 


CORPORATION LIMITED 


HEAD OFFICE 
TRADERS BUILDING, TORONTO 


BRANCHES ACROSS CANADA 


Continued from page 116 


to the last of these that Hugh T. Ait- 
ken directs the attention of our read- 
ers in his article “Financing Canadian 
Export Business”. To meet intensified 
competition in world markets, says 
the author, the exporter is finding that 
both the credit he must offer and the 
risks he must take are increasing. He 
reviews some of the important de- 
velopments that are taking place to 
meet the demands for credit so that 
Canadian companies doing business 
abroad can find themselves on an 
equal footing with foreign com- 
petitors when it comes to the ade- 
quacy of financing facilities. 


Associated with the Export Credits 
Insurance Corporation for the past 16 
years and its president since 1954, Mr. 
Aitken speaks with real authority. He 
is widely travelled and spends a por- 
tion of each year abroad visiting com- 
parable organizations and attending 
meetings of the Berne Union, an inter- 
national organization of government- 
owned export credit insurers of which 
he is a past president. During World 
War II he worked in New York as 
assistant director of finance for the 
British Purchasing Commission in the 
U.S. He became a chartered account- 
ant in 1935 and is a member of the 
Institute of Chartered Accountants of 
Quebec. 


J. R. HEARN, C.A. (page 157) 


Although budgeting is used by 
many more large companies than 
small ones, the need for it is often 
greater in the smaller company. No 
business can successfully follow an 
unplanned, uncharted course, and in- 
telligent budgeting provides a basis 
for making proper management de- 
cisions as well as a mechanism for 
controlling costs. Some important 
preparatory work is essential to the 
successful installation of budgetary 
controls, and in “Preparing for Bud- 
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getary Control in the Smaller Com- 
pany” John R. Hearn examines what 
he 2onsiders to be some of the more 
important matters which should be 
dealt with when a company is organ- 
izing its resources in order to embark 
upon a budget program. 


The author is director of the man- 
agement controls department, western 
Canadian division of Peat, Marwick, 
Mitchell & Co., Vancouver and a 
member of the Institutes of Char- 
tered Accountants of Ontario and 
British Columbia. He is also a mem- 
ber of the Institute of Chartered Ac- 
countants in England and Wales. 
From 1951 to 1956 he was engaged in 
management consulting work in Eng- 
land, specializing in the design and 
installation of budgetary control sys- 
tems. For the past five years he has 
been working on similar assignments 
in Canada and the United States and 
is in demand as a lecturer on man- 
agement control techniques. 


J. M. HAMILTON (page 163) 


The troublesome problems of line 
and staff have long been a frequent 
topic of discussion among business- 
men, and in “Line-Staff Relationships” 
John Hamilton writes on one of the 
most difficult aspects of organization: 
achieving a satisfactory relationship 
between the two groups while ensur- 
ing that each functions to full effec- 
tiveness. Although this is an objective 
forever sought but seldom complete- 
ly achieved, the author offers a num- 
ber of valuable suggestions which 
should prove helpful in understand- 
ing the nature of the problem. 


Mr. Hamilton, who is financial 
studies co-ordinator for the Ford 
Motor Company of Canada Ltd., 
joined the company in 1954 and has 
been closely associated with organ- 
ization problems and administrative 
control. He was formerly a consultant 
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why should 
a company 


lease % 


equipmente 


Because equipment leasing is 
the accepted modern-day 
method of utilizing equipment 
without ownership while still 
keeping working capital for its 
more important functions. 


LEASE YOUR 
EQUIPMENT 


TO MINIMIZE CASH OUT- 
LAYS—You profit from the 
use of new, modern equipment 
now, with a minimum cash 
outlay. 

TO RAISE NEW CAPITAL 
—You can acquire needed cash 
through the sale and lease back 
of present equipment thus pro- 
viding both the use of the equip- 
ment and the cash. 


TO TAKE ADVANTAGE OF 
TAX TIMING—You charge all 
rentals to expense before tax, 
making a greater cash flow 
possible. 

Only you and your principals, 
through knowledge of your 
special needs, can decide the 
best medium of corporate 
financing for your business. 

A phone call or letter to Traders 
Leasing will bring you all the 
information you need. Do it 
to-day. 


TRADERS LEASING 


LIMITED 
associated with 
TRADERS FINANCE 


CORPORATION LIMITED 


HEAD OFFICE 
TRADERS BUILDING, TORONTO 


BRANCHES ACROSS CANADA 








& 
CORRESPONDENCE 
COURSE 


of 


CA. EXAMINATION 
PROBLEMS — 


And How to do Them 


In order to enable students wishing to 
prepare throughout the year for ex- 
aminations, and particularly for stu- 
dents remote from university centres, 
Saint Mary’s University introduces a 
correspondence course based on actual 
C.A. examination problems. 


The course covers the C.A. intermedi- 
ate and final syllabus by discussing 
and solving actual questions appear- 
ing on recent examinations. The 
course is not a replacement for cor- 
respondence courses adopted by the 
Provincial C.A. Institutes. It will be 
of particular assistance to students 
repeating examinations. 


Fees Intermediate $45.00 
Final $55.00 
Faculty 


Charles W. Schandl, LL.D., C.A. 
David A. Hope, B.Comm., Assistant 
Earl G. Walsh, B.Comm., Assistant 


SAINT MARY’S UNIVERSITY 
HALIFAX, N.S. 
Please enrol me in your correspondence 


course “C.A. examination problems—-and 
how to do them”. 


NAME . 

ADDRESS 

CITY 

Payment of $ enclosed 
INTERMEDIATE 


CHECK 
FINAL 
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with Stevenson & Kellogg Limited. 
After receiving his M.B.A. from the 
Harvard Graduate School of Business 
Administration, he became an assist- 
ant professor at the University of 
Western Ontario and later returned 
to the Harvard Business School as a 
research associate. He is currently 
president of the Harvard Business 
School Club of Toronto. 


EDITORIAL (page 131) 

Next month’s annual conference of 
the Canadian Institute in Toronto will 
probably be a bigger meeting than 
ever before. The growing interna- 
tional importance of accounting will 
be indicated by the presence of lead- 
ing accountants from England and the 
United States and other guests from 
outside the accounting profession, in 
cluding the president of the British 
Board of Trade. A meeting such as 
this brings members of the profession 
together to exchange information and 
stimulate constructive thinking on 
problems yet unsolved, and_ this 
month’s editorial “The Value of a 
Conference” by T. Clark Kinnear, 
F.C.A. recognizes the importance of 
holding a conference each year not 
only from an educational standpoint 
but also as a means of making new 
friends as part of the social program. 


Mr. Kinnear is a partner in the To- 
ronto cffice of Price Waterhouse & Co. 
and was elected in June as president 
of the Institute of Chartered Account- 
ants of Ontario. He has been active 
in Institute affairs for many years and 
will be remembered, particularly, for 
his work as chairman of the Canadian 
Institutes Committee on _ Recruit- 
ment and Training. He was elected a 
Fellow of the Ontario Institute in 
1953 and is presently a member of the 
editorial board of The Canadian 
Chartered Accountant. 
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Northern Electric 


SERVES YOU BEST 
ra TL 
COMMUNICATION EQUIPMENT 
ELECTRICAL WIRES AND CABLES 
ELECTRICAL SUPPLIES 
ELECTRICAL APPARATUS 








NOTES AND 


1961 CICA Conference Plans 

A program of interesting variety has 
been planned for those who will at- 
tend the CICA annual conference in 
Toronto from September 24 to 27. The 
technical sessions include the follow- 
ing: 


Monday, September 25 

Morning 

Addresses by Hon. H. C. Green, Secretary 
of State for External Affairs, on “Can- 
ada’s Position in World Affairs”, and by 
J. A. Wilson, F.C.A., CICA president, on 
“Our Profession’s International Responsi- 
bilities”. 

Luncheon 

Provincial government luncheon for mem- 
bers — speaker: Hon. Leslie M. Frost, 
Prime Minister of Ontario. 


Afternoon 
Annual general meeting of members. 


Tuesday, September 26 
Morning 
Plenary session — speaker: Rt. Hon. Regi- 


nald Maudling, president, British Board 
of Trade. 


Wednesday, September 27 

Morning 

Four simultaneous sessions 

“Practical Steps to Improve Our Financial 
Statements” — speakers: W. H. Lawson, 
F.C.A., of Binder, Hamlyn & Co., London, 
England, and Carman Blough, C.P.A., 
formerly director of research, American 
Institute of Certified Public Accountants. 

“Analyzing Capital Expenditure and Re- 
turn on Investment” — speaker: G. E. 
Crandall, director of economic research, 
U.S. Rubber Co., New York. 

“Some Aspects of Corporate Organization”— 
speakers: R. C. Berry, Peat, Marwick, 
Mitchell & Co., Montreal, and F. W. 
Hurst, vice-president and treasurer, Con- 
sumers Gas Co., Toronto. 

“Current Taxation Problems’—speakers: R. 
B. Stapells, Stapells, Sewell, Stapells, Fat- 


COMMENTS 


terson & Rodgers, Toronto, and J. G. Mc- 
Donald, McDonald & Ward, Toronto. 


Luncheon 
Members luncheon — speaker: C. T. Bissell, 
president, Canada Council and president, 

University of Toronto. 

A “Casa Loma Carnival” will be a 
highlight of the social events on Mon- 
day, and on Wednesday the closing 
dinner and dance will feature a revue 
by the local talent in the profession. 

This year registration will close on 
September 16, and members are asked 
to indicate their intentions of attend- 
ing well before that date. For those 
travelling by rail special certificates 
can be obtained from the Provincial 
Institutes allowing the holder a re- 
duced railway fare. 


Continuing Education Courses 


Plans for the continuing education 
programme of this fall are well ad- 
vanced with two courses being offered 
by many of the Provincial Institutes. 
Details concerning the nature of the 
courses are set out on page 203 of this 
issue. 


Annual Report Issued 


The Canadian Institute closed its 
fiscal year ending April 30, 1961 with 
a membership of 9,722 chartered ac- 
countants and 5,119 students, accord- 
ing to its annual report mailed to all 
members at the end of July. In his 
report to the members president J. A. 
Wilson commented on the expanding 
role of the profession on the interna- 
tional scene. 


“Auditing Procedures” Revised 


The standard student text “Auditing 
Procedures” by H. C. Dell, F.C.A. and 


Continued on page 124 
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All about MAGNETIC INK PRINTING 04234567890" 
042344567 Send for a free copy of this MOORE booklet 


Want to know about this new system of 
coding checks? Do you wonder what the 
effect of Magnetic Ink Printing will be on 
your checks and their design? Read 
Moore’s short booklet for answers to 
questions such as: 


Why are banks changing to Magnetic Ink 
Printing? Will ‘character sensing’ soon 
govern the handling of all checks? Are 
there exact specifications for placing 
and printing coded information? What 
new machines are introduced into check 
processing? Even if you aren’t interested 
now, should you take steps to avoid 
needless expense in check printing later? 


CCA 
SEND THIS COUPON TO 
Moore Business Forms Ltd. 
7 Goddard Avenue 

Toronto 15, Ontario 


Please send me, without obligation, a copy 
of your new booklet on Magnetic Ink Printing 
Name___ mili 
| 
dicen 


City 


Build control with... 


MOORE BUSINESS FORMS 
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Why SIT and SUFFER? 


. . . When a Grand & Toy Posture Chair 
can support you in relaxed, work-easy com- 
fort. 


Yes, Grand & Toy has special posture chairs 
for everybody, from factory workers to 
executives. Posture Chair shown is W52- 
1231, price $48.00. 

See our catalogue or visit displays at— 


8 Wellington W. The Centre 
Toronto Hamilton 


BZN eR [eh 


OFFICE SUPPLIES - PRINTING ~ BUSINESS FURNITURE 
TORONTO - HAMILTON 


BANK 
CONFIRMATION 
FORMS 


Blank, per 100 .......... 


Imprinted (minimum run 


$ 2.50 


500) ee 
Per 100 additional, or- 
dered at same time ....$ 3.50 


Postage or Express Collect 


THE CANADIAN INSTITUTE 


OF CHARTERED ACCOUNTANTS 
69 Bloor Street East 


Toronto 5, Ontario 


Continued from page 122 


J. R. M. Wilson, F.C.A. has now been 
brought out in a completely revised 
and up-dated edition. Bound in an 
attractive blue hard cover, it may be 
obtained from the CICA offices, 69 
Bloor St. East, Toronto at $2.00 a 
copy. 


Bulletin on Unincorporated 
Businesses 

The latest bulletin of the CICA 
Committee on Accounting and Audit- 
ing Research, which was mailed to all 
members in July, deals with the finan- 
cial statements of unincorporated 
businesses. The text of the bulletin 
in both English and French is pub- 
lished from pages 170 to 173, and an 
explanatory note by R. D. Thomas, 
CICA research director, appears on 
page 177. 


Other Associations Elect 

D. C. McConkey was recently 
elected president of the Toronto Con- 
trol of the Controllers Institute of 
America. New head of the Toronto 
Chapter of the National Office Man- 
agement Association is J. A. Kerr. 


Corporation Profits 

Seasonally adjusted corporation 
profits before taxes in the first quar- 
ter of 1961 amounted to an estimated 
$703 million, a decrease of approxi- 
mately 9% from the preceding quarter 
and a decline of about 16% from the 
same period last year. 


Examination Appraisal 

A Commission established in 1959 
by the Association of Certified Public 
Accountant Examiners in the United 
States to appraise the uniform CPA 
examinations has now made its report. 
The Commission found that the pre- 
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paration and administration of these 
examinations are excellent and that 
in the eyes of the U.S. public the 
care taken has redounded to the 
credit of certified public accountants 
as professionals. 

CICA Committee Meetings 

Sub-Committee on Reliance on Other 
Auditors — chairman, W. L. Mc- 
Donald, in Toronto on July 13. 

Board of Examiners-in-Chief — chair- 
man, R. N. A. Kidd, in Toronto on 
August 17 and 18. 

Committee on Continuing Education 
— chairman, C. C. Mackechnie, in 
Toronto prior to 1961 annual meet- 
ing. 

Committee on Education and Exam- 
inations — chairman, Ian H. Bell, in 
Toronto prior to 1961 annual meet- 
ing. 

English Institute Heads 
The new president of the Institute 

of Chartered Accountants in England 

and Wales is P. F. Granger, F.C.A., 

P. F. Carpenter, F.C.A. is vice-presi- 

dent. 


In the News 
W. W. B. Dick, C.A. (N.B.), was 
elected president of the Society of In- 
dustrial and Cost Accountants of Can- 
ada at its national conference in Van- 
couver in June. 
CURRENCY EXCHANGE RATE 


The following nominal rates of exchange 
are supplied by Canadian Imperial Bank of 
Commerce, International Department, Head 
Office, Toronto, as at 4 p.m., June 30, 1961: 

Australia (pound) 2.32; Belgium (franc) 
.02086; Denmark (kronor) .1499; France 
(franc) .2120; Germany (d. mark) .2610; 
Hong Kong (dollar) .1820; India (rupee) 
.2174; Italy (lira) .001680; Japan (yen) 
.0029; Mexico (peso) .0830; Netherlands 
(guilders) .2890; New Zealand (pound) 
2.89: Norway (kroner) .1449; Sweden 
(kronor) .2010; Switzerland (franc) .2408; 
Union of South Africa (rand) 1.45; sterling 
in Canada, 2.88-2.89; sterling in New York, 
2.78%-2.79; U.S. dollars in Canada 3%-3% 
premium. 
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show your clients 


HOW MUCH THEY 
CAN GAIN 
BY FACTORING 


Factoring the AETNA way costs 
less than you may think . . . and 
it offers your clients compelling 
advantages: 

e provision of funds when needed 
e additional working capital 

e reduction of clerical work 

e increased production and sales 
e greater profits 

e eliminating credit risks 

AETNA service is unique . . . com- 
prehensive . . . personal. Let us 
send you the complete story. Feel 
free to discuss specific clients’ 
problems with us. 


AETNA FACTORS 


CORPORATION LIMITED 


MONTREAL: 400 ONTARIO ST. W. — AV 8-5115 
TORONTO: 80 RICHMOND ST. W. — 364-0743 
Re 
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Vancouver, B.C., June 8, 196: 


Armir HicoH ScHoot GRADUATES 
AFTER 1969 


Sir: I have been reading with a great deal 
of interest the various articles which have 
been published regarding the recommenda- 
tion that beginning in 1970 a university 
degree become the educational requirement 
for students entering into articles leading to 
the degree of chartered accountant. 


Recently “The Canadian Scholarship 
Trust Plan”, a non-profit plan to assist de- 
serving Canadian students to attain a uni- 
versity degree, was formed in Toronto. The 
directors and trust committee of this Foun- 
dation, who are leaders from the fields of 
education, finance, business and our own 
profession, are serving the Foundation with- 
out remuneration. In the Foundation’s bro- 
chure explaining the operation of the plan, 
the following statement is made, “Informa- 
tion released by the Dominion Bureau of 
Statistics in September, 1960 indicated that 
for every 1000 Canadian students currently 
enrolled in Grade 11 only 90 will enter 
university and only 60 will graduate if the 
current rate of student retention continues.” 
These figures follow a 15-year period of al- 
most continuous growth and prosperity in 
our Canadian economy. 


Peter S. Leggat, C.A. states in an edi- 
torial (CCA, May 1961), “However, there 
is every indication that the number of uni- 
versity graduates will be increased by the 
end of 1969, and this being so, it is hoped 
that the profession will be able to obtain 
a supply commensurate with its needs.” 
Surely this recommendation cannot be based 
on the “hope” that in 1970 universities will 
supply an adequate number of §articled 
students. 


If the number of university graduates en- 
tering our profession doubles by 1970 and 
this is to be the sole source of students 
available to the profession, I fail to see how 
the profession will be able to supply a suf- 
ficient number of chartered accountants to 
satisfy the needs of industry and profession- 
al practice in our expanding economy. 

To quote again from the Canadian 
Scholarship Trust Plan brochure, “Lack of 
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funds, according to leading Canadian edu- 
cators, is the principal reason preventing the 
majority of eligible students from entering 
university.” It has always been a source 
of great pride to me to be a member of a 
professional body which does not exclude 
those students who cannot enter university 
because of economic reasons but who have 
the ability, ambition and energy to obtain 
our degree. 

The day when a university education is 
available to all is not just around the cor- 
ner. As a group we are, I feel, too modest 
in our assessment of our past contributions 
to the community as a whole, and in my 
opinion the challenges of the future can be 
best met by a continuation of the present 
mixture of university and high-school grad- 
uates. 

Certainly we must be ready to cope with 
the ever-increasing demands made upon us, 
but could this not be accomplished by an 
expansion of the present course of instruc- 
tion in conjunction with a compulsory con- 
tribution in free study time for students 
and a substantial compulsory annual assess- 
ment on all members to finance the addi- 
tional instruction costs? 


E. J. O’ConnELL, C.A. 


Chicago, Ill., May 25, 1961 
LEASE-OR-Buy CONSIDERATIONS 


Sir: I enjoyed both the article by K. R. 
Lavery, “The Pros and Cons of Leasing” 
(CCA, February 1961) and the comment 
by J. W. Crowe (CCA, May 1961). They 
focus attention on the choices available to 
management in making decisions and a 
manner of solving this type of problem. 


However, I would like to suggest several 
refinements which will clarify the issue. 


First, in determining whether to lease or 
buy, Mr. Lavery unnecessarily complicates 
the example by including cash on hand and 
yearly income in his calculations. A much 
simpler approach would be to use the dis- 
counted flow method as suggested by Mr. 
Crowe. This technique involves a compari- 
son of flows associated with leasing or buy- 
ing. The net flow of the two projects is 
calculated taking into consideration the ef- 


Continued on page 128 
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A MODERN PLAN FOR ADDED PROFIT: 
&% THROUGH INCREASED SALES 


&% THROUGH INCREASED TURN-OVER OF CAPITAL 
&% BY ENABLING MANAGEMENT TO CONCENTRATE EFFORTS 


ON PROFIT-PRODUCING FUNCTIONS. 


CASH HAS ALWAYS BEEN NEEDED FOR BUSINESS 
OPERATION AND GROWTH. BUT THE TIMES HAVE 
CHANGED FINANCING NEEDS, AND HAVE INCREASED 
THE FINANCING PROBLEMS OF MOST BUSINESSES. 

FOR MODERN. MINDED BUSINESSMEN LOMBANK-HELLER 
PROVIDES FUNDS WHICH ARE AN OPERATIONAL 
NECESSITY IN THE CONTINUANCE AND EXPANSION OF 
THEIR BUSINESSES, AND EXPERT SERVICES TO FACILITATE 
PROFITABLE USE OF THESE FUNDS. 


% 


Combined assets: in excess of $600,000,000. 
Capital worth: exceeds $70,000,000. 


MANAGEMENT 
JE. DESPARD, J. D. BLUE 
ADVISORY BOARD 
ROBERT |. LIVINGSTON President 
Walter E Heller & Co 
C. M. CAWKER, President 
Lombonk Canada Lid 


LR. EISNER 
Wolter E. Heller & Co 
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TWO GREAT FINANCIAL HOUSES HAVE UNITED IN THIS JOINT VENTURE 

LOMBANK, CANADA, LIMITED (SUBSIDIARY OF LOMBARD BANKING UMITED 
LONDON, ENGLAND) AND WALTER E. HELLER, CANADA, LIMITED 4 
OF WALTER E. HELLER & COMPANY, CHICAGO) TO PROVIDE F 
ASSISTANCE TO CANADIAN MANUFACTURERS. IMPORTERS AN 


by making working capital immediately aidilebe 
through 


FACTORING 

ACCOUNTS RECEIVABLE FINANCING 
ADVANCES ON INVENTORIES 

LOANS ON MACHINERY AND EQUIPMENT 








DIRECT INQUIRIES TO: 


a is y oie 
Sltion Sten fr Ping resstoe Piibbiitad 
100 UNIVERSITY AVENUE, SUITE 808 
TORONTO, ONTARIO - Telephone EMpue 2 659 


6339 ST. HUBERT STREET 
MONTREAL QUEBEC - Telephone CRescent 3 


@ ACCOUNTANTS’ 
HANDBOOK 


Edited by RUFUS WIXON 


A-to-Z guidance for all who 
use accounting information 
or help to prepare it. AIll- 
inclusive standard Handbook fully 
explains the “‘how’’ and ‘“‘why"’ of 
the preparation of reports and state- 
ments, design and installation of 
accounting systems, methods of bud- 
geting, internal control, auditing 
procedures, etc. 29 information- 
packed sections cover: Executive Pay 
Plans, Employee Compensation, In- 
vestments, Dividends, Intangible 
Assets, Liabilities, Paid-In Capital, 
Retained Earnings, Appropriations, 
Depreciation, etc. Board of 28 Edi- 
tors. 4th Ed., 1956. 1,616 pp. $15 


@ Accountants’ 
COST HANDBOOK 


Edited by ROBERT I, DICKEY 
University of Illinois 


Widely used handbook supplies expert 
guidance on tackling any phase of cost 


system design, improvement or operation. 
It offers a detailed plan of attack for any cost prob- 
lem; brings together the techniques, programs, and 
policies proved most useful in controlling and reduc- 
ing costs throughout the industrial world. A guide to 
new developments, it includes improved methods of 
record keeping and reporting, direct costing, break- 
even analysis, electronic data processing, accounting 
for return on investments, intracompany transfers, etc. 


Board of 22 Editors. 2nd Ed., 1960. 1,046 pp. $15 


@ Montgomery's AUDITING 


NORMAN J. LENHART. CPA, and 
PHILIP L. DEFLIESE, CPA — Partners 
of Lybrand, Ross Bros. & Montgomery 


Famous key to auditing principles and 
practices gives top-caliber policy advice, 
forthright opinion on controversial issues, 
and efficient operating procedures. Reflecting the 
impact of modern business conditions, its unique 4- 
way presentation discusses each major account in terms 
of accounting principles, internal control, auditing 
procedures, and statement presentation. Analyzes, 


clarifies the difference between internal accounting 
control and internal check. 8th Ed., 1957. 766 pp. $10 


USE THIS COUPON TO ORDER 


Please send books checked below: 


_] Accountants’ Handbook, 4th Ed., 
Wixon $i5 


(j Accountants’ Cost Handbook, 2nd Ed., 
Dickey $15 
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| Lenhart-Defliese $10 
| 

| 

| 

| 

1 

I 


Enclosed find remittance in U.S. funds. 
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CCA-13 


Ordered by 


Address 


THE RONALD PRESS COMPANY 
15 East 26th St., New York 10 
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fect of taxes on the capital consumption al- 
lowances and on the rental. 


The next step is to determine the rate 
which, when used to discount the net flows, 
gives a present value equal to 0 (or which 
gives a present value equal to the outlay 
cost). 


The result of these calculations is a rate 
of return, and not a cost of capital as stated 
by Mr. Crowe. This rate of return achieves 
significance by telling us that if we lease 
instead of buying we are earning, as indi- 
cated by Mr. Crowe, a return of 64%. (The 
return is actually a little above 7% or a 
little below 6% depending on the method 
used.) This informs us that the leasing al- 
ternative is superior to buying. 


The second point concerns the cost of 
capital. The cost of capital is considered 
as an opportunity cost. It is the yield fore- 
gone in the next best investment of similar 
risk. In the article, the firm would not buy 
unless the rate of return from buying would 
be at least 15% (after taxes), since the 
money available could be invested else- 
where at this rate according to the assump- 
tion used in the article by Mr. Lavery. 


The above method of determining a rate 
of return has significance in other types of 
business decisions, e.g. whether a firm 
should buy or make a sub-assembly, or 
whether it should replace an existing ma- 
chine with a new one. The use of principles 
in making business decisions instead of rule- 
of-thumb methods will help management 
achieve the efficiency it desires. 


HyMIie ScHWARIZ, 


Graduate School of Business, 
University of Chicago 


Readers of The Canadian Chartered Ac- 
countant are invited to express their opin- 
ions in agreement or disagreement with 
articles appearing in this journal. Letters 
will also be welcome on other topics of in- 
terest to the profession but all correspond- 
ence must bear the writer’s signature and 
address (which will be withheld, if so re- 


quested ). 
—The Editor. 
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REAL ESTATE 
MANAGEMENT 


For residential, industrial and commercial prop- 
erties. Our service includes finding tenants, 
arranging leases, collecting rents, paying taxes, 
insurance and general maintenance. 


“SEE THE 


ROYAL TRUST 


ABOUT IT” 


. 2 CANADA'S LEADING EXECUTOR AND TRUSTEE 
as OFFICES ACROSS CANADA AND IN LONDON, ENG. 


“Mining Accounting in Canada 


An outline of accounting and income tax problems peculiar 
to the industry 


by A. J. Little, F.C.A. and W. L. MacDonald, F.C.A. 


This C.1.C.A. publication deals with accounting practices 
adopted by major companies in the mining industry, with special 
emphasis on depletion, inventory valuation and the effect of 
income tax legislation. 


A number of sample financial statements are set out to 
show the various methods of presentation, and the book also 
contains a great deal of useful information in regard to the 
taxation of mining income. 


72 pages 6 x 9, cloth-bound $3.00 


The Canadian Institute of Chartered Accountants 


69 Bloor Street East Toronto 5, Ontario 


129 


@ how leasing affects a balance sheet! The ad- 
vantage of leasing is clearly shown by the comparison 
below, between cash purchase, conventional borrowing 
and leasing. The comparison is based on the acquisition 
of equipment having a total cost of $25,000. 


BEFORE AFTER | 

IF EQUIPMENT a. Ftd AFTER AFTER 
COSTS $25,000 oa ie cae BORROWING LEASING 
~ CURRENT ASSETS $100,000 $ 75,000 | $100,000 $100,000 
FIXED ASSETS 50,000 75,000 75,000 50,000 


TOTAL $150,000 $150,000 $175,000 $150,000 


LIABILITIES $ 50,000 $ 50,000 $ 75,000 $ 50,000 
CAPITAL 100,000 100,000 100,000 100,000 
TOTAL $150,000 $150,000 $150,000 


“LIQUIDITY 2 tol 1.5 tol 1.33 to1 - 2tol 
(Current Ratio) 
DEBT TO EQUITY 1 to2 1 to2 1.5 to 2 1 to2 


Any type of equipment can be leased, from a 
typewriter to electronic computers. For full infor- 
mation write for CDL’s free brochure “LEASING” 


Leaders in Diversified Equipment Leasing 


CANADIAN-DOMINION LEASING 


CORPORATION LIMITED 


DEPT. (A), Canada Permanent Building, 320 Bay Street, Toronto, Ontario. Telephone: EM. 3-4021 
Offices in Montreal and Vancouver 


ge 
()sStER, HANIMOND e NANTON 


INSURANCE BROKERS 
GROUP AND PENSION 
CONSULTANTS 


VANCOUVER - CALGARY - EDMONTON 
SASKATOON - WINNIPEG - TORONTO - MONTREAL 








editorial 


the value of a conference 


THE 59TH ANNUAL CONFERENCE Of the Canadian Institute of Chartered 
Accountants takes place this year from September 24 to September 
27 in Toronto. It is interesting to consider why we have a confer- 
ence each year or, for that matter, why any organization holds peri- 
odic conferences. 

A conference is a special type of meeting to exchange information 
and to consider problems which may not necessarily require an 
immediate solution, but rather study in order to work toward a 
solution. It can serve to test the opinions of members; it can be 
educational and assist in resolving the opinions of some on matters 
in which their own experience is somewhat limited. It can be a 
rewarding experience, for at its conclusion some will have contributed 
to the thinking of others, yet have a greater appreciation of their 
viewpoint. Some again may be led to abandon prejudices built up 
by too narrow or limited associations. Thus the technical program 
of an annual conference is designed to cover a diversified range of 
interests. Anyone may attend a session on a subject in which he has 
developed specialized knowledge and in which he may help to mould 
the opinion of others. Alternatively, he may add to his knowledge 
of a subject in which his interest outruns his understanding. 

It is to be expected that the newer and younger members may 
find it difficult or impracticable to attend a conference except when 
it is held in their home province or city. Young families may be a 
joy, but they do restrict family movements. One advantage of the 
rotation system which has been developed, whereby Canadian Insti- 
tute conferences move back and forth across Canada, is that most 
members can attend a conference every few years. Those who are 
freer to travel can attend more frequently with little loss of time if 
they travel by air. 

In a country as large as Canada many of us have too few oppor- 
tunities to meet fellow members from other provinces, cities and 
towns. Depending on location, our annual conferences are usually 
attended by between a thousand and two thousand people, which 
represents a significant sample of our membership. Various sections 
of the country have different heritages. We can learn to understand 
these better through meeting in successive years in different parts of 
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the country. Few of us can return from a trip anywhere without a 
greater appreciation of the beauties of other parts, of the viewpoints 
of other people, and without having made new friends. Indeed, the 
social aspects of any conference are equally as important as the 
technical aspects, for they result in the personalization of the pro- 
fession. How much easier it is to carry on a correspondence with 
others whom we have met and talked with, than to deal with the 
same people merely as names. 

The social aspects are helped immeasurably by our wives, who 
insist on occasion that all discussion on accounting and professional 
problems be put aside. They then lend their charm and talents to 
freshen our minds along other lines and to keep us from believing 
that the world awaits our decision on what constitutes some accept- 
able accounting principle. 

It is well for us to consider, too, that conferences do not just 
happen. They represent a great deal of planning and effort on the 
part of many people in arranging programs, obtaining speakers and 
providing accommodation. But probably the greatest value of a 
conference is shared by the participants — the speakers, panel mem- 
bers and discussion leaders. Without them no conference can be a 
success. 


one nation. two cultures 


As The Canadian Chartered Accountant begins its second half cen- 
tury of continuous publication, we are pleased to announce that our 
monthly editorial will be published from now on in both English and 
French and that every third month we will be carrying either an 
original English article translated into French or an original French 
article translated into English. In this way our French-speaking 
readers will have the opportunity of sharing more fully, through the 
pages of our journal, in the ideas and problems of the accounting 
profession and of business in general. Similarly, the compliment will 
be returned, and The Canadian Chartered Accountant will interpret 
professional and business trends in French Canada for the benefit of 
our English-speaking readers. But this is not the only objective. The 
world is growing steadily smaller, a situation that applies equally to 
the world of accounting. Just as our two great English and French 
cultures have contributed to the development of this country, so too 
will our journal carry authoritative articles and thought-provoking 
editorials to French-speaking people throughout the world. This pro- 
gressive step is in line with the Institute’s increasing interest in in- 
ternational accounting affairs. 











éditorial 





a 
la valeur d’un congres 


Le 591ME CONGRES annuel de l'Institut Canadien des Comptables 
Agréés se tiendra cette année 4 Toronto, du 24 au 27 septembre. II 
est intéressant de se demander pourquoi nous avons un congrés 
chaque année ou, a ce propos, pourquoi toute association tient des 
congrés périodiques. 

Un congrés est un type particulier de réunion dont le but est 
d’échanger des renseignements et d’étudier des problemes qui 
n’appellent pas nécessairement une solution immédiate mais de- 
mandent plutét une étude orientée vers une solution finale. Un 
congrés peut servir 4 sonder les opinions des membres; i] peut étre 
éducatif et aider 4 répondre aux questions que certains peuvent se 
poser sur des sujets ot leur propre expérience est quelque peu limitée. 
Ce peut étre une expérience profitable car ceux qui auront partagé 
leurs idées avec d'autres posséderont, du méme coup, une meilleure 
compréhension de leur point de vue. D/autres aussi peuvent étre 
amenés 4 abandonner des préjugés qui sont le fruit d’associations trop 
étroites ou limitées. Ainsi le programme technique d'un congrés 
annuel a pour but de traiter d'une gamme étendue de sujets d'intérét. 
I] peut arriver 4 n’importe qui d’assister 4 une séance sur un sujet ou 
il a acquis des connaissances spécialisées plus poussées et sur lequel 
il peut aider les autres 4 se former une opinion. D autre part, il peut 
étendre ses connaissances sur un sujet ol sa compétence nest pas a 
la hauteur de son intérét. 

On doit s’attendre 4 ce que les nouveaux et les jeunes membres 
éprouvent quelque difficulté, pour ne pas dire dimpossibilité, a 
assister 4 un congrés, sauf lorsque celui-ci se tient dans leur propre 
province ou leur propre ville. Les jeunes enfants vous procurent 
sans doute beaucoup de joie mais ils rendent souvent les déplacements 
difficiles. Un avantage du systéme de rotation utilisé par I’1.C.C.A., 
qui transporte le siége de ses congrés d’un bout a l'autre du Canada, 
est que la plupart des membres peuvent assister 4 un congrés a 
toutes les quelques années. Ceux qui sont plus libres de voyager peu- 
vent y assister plus fréquemment, l’avion leur permettant de réduire le 
temps du voyage s'ils le désirent. 

Dans un pays aussi vaste que le Canada, plusieurs d’entre nous 
ont trop peu souvent loccasion de rencontrer leurs confréres des 
autres villes et provinces. Suivant lendroit, l’assistance 4 nos congrés 
annuels varie habituellement entre mille et deux mille personnes, ce 
qui représente un échantillon important de nos membres. Les di- 
verses contrées du pays possédent des traditions différentes. Nous 
pouvons apprendre 4 mieux comprendre celles-ci en nous rencontrant 
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d’année en année en différentes parties du pays. Peu dentre nous 
peuvent revenir d'un voyage ot que ce soit sans en rapporter un bon 
souvenir des beautés de la nature et une meilleure compréhension 
des points de vue d’autrui, et sans s’étre fait de nouveaux amis. Vrai- 
ment le contact humain au cours d’un congrés est aussi important que 
les aspects techniques car il a pour effet de personnaliser la pro- 
fession. Comme il est plus facile d’entretenir une correspondance 
avec d'autres personnes que nous avons recontrées et 4 qui nous 
avons parlé que de traiter avec ces mémes personnes comme de 
simples noms. 

Nos épouses contribuent grandement au succés mondain de ces 
réunions en exigeant, 4 l'occasion, que toute discussion sur la compta- 
bilité et les problemes professionnels soit mise de céoté. Elles em- 
ploient alors leur charme et leurs talents 4 nous détendre en nous 
orientant vers d'autres sujets et nous empéchent de croire que le 
monde attend notre décision sur lacceptabilité de quelque principe 
comptable. 

Il est bon aussi que nous pensions que les congrés n’arrivent pas 
tout seuls. Ils représentent une somme considérable de préparation 
et de travail de la part de plusieurs personnes pour ébaucher les 
programmes, recruter les conférenciers et voir aux commodités. Mais 
il est probable que ceux qui retirent le plus grand profit d’un congrés, 


ce sont encore les participants: conférenciers, jurés et meneurs de 
discussion. Sans eux, aucun congrés ne peut avoir de succes. 


une nation. deux cultures 


Au MOMENT d’entreprendre son deuxiéme demi-siécle de publication 
continue, The Canadian Chartered Accountant a le plaisir d’annoncer 
que son éditorial mensuel paraitra 4 l'avenir en frangais et en anglais. 
De plus, nous publierons, 4 chaque trimestre, la traduction frangaise 
d'un article en anglais ou, inversement, la traduction anglaise d'un 
article en francais. De cette fagon, nos lecteurs de langue frangaise 
auront l'occasion, par l’intermédiaire de notre journal, de prendre part 
plus intimement aux idées et aux problémes de la profession compt- 
able et des affaires en général. The Canadian Chartered Accountant 
rendra, de méme, la politesse 4 ses lectures de langue anglaise en 
interprétant pour eux les tendances de la profession et des affaires 
au Canada francaise. Ce nest pas 1a, toutefois, le seul objectif. Le 
monde devient de plus en plus petit, une constatation qui s’applique 
également au monde de la comptabilité. De méme que nos deux 
grandes cultures francaise et anglaise ont contribué au développement 
de ce pays, ainsi notre journal apportera-t-i] aux gens de langue 
francaise 4 travers le monde des articles faisant autorité et des édi- 
toriaux éveilleurs d’idées. Ce pas dans la voie du progrés concorde 
avec lTintérét croissant que l'Institut témoigne aux affaires de compt- 
abilité internationale. 
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Management Games 


A MANAGEMENT GAME is a dynamic 
training exercise utilizing a mathema- 
tical model of a business situation. 
Executives, grouped into teams repre- 
senting the management of competing 
companies, make the same type of 
operating and policy decisions as they 
do in real life. Using the set of 
mathematical relationships built into 
the model, the decisions are processed 
so as to produce a series of perform- 
ance reports. These decisions and 
reports pertain to a specific time 
period, which (depending on the 
model) might be a day, a month or 
a year. Decisions are then made 
and processed for the next period, re- 
ports are returned, and the game pro- 
ceeds. In this manner, time is com- 
pressed, and many years of operations 
may be covered in a single day. 


Management games are used for a 
variety of reasons, the primary one 
being the opportunity to learn from 
experience without paying the price 
that would result from the wrong 
decisions made in real life. It was 
for a similar reason that chess was 
created to provide training experience 
for military leaders. Management 


CLIFFORD J. CRAFT 
AND JOEL M. KIBBEE 


games are realistic, and are used to- 
day for quite serious purposes. They 
are exciting and powerful educational 
tools, with numerous applications in 
research, problem-solving, executive 
testing and managerial decision- 
making. Management games, though 
serious in intent, are fun, and it is 
precisely this extremely high degree 
of interest and involvement on the 
part of the participants that makes 
them such a valuable training tool. 


A Typical Game 

It seems worthwhile to give a brief 
description of a typical game for those 
readers who have never had the plea- 
sure of participating in a game ses- 
sion. The mechanics of play for most 
existing games are somewhat alike; 
the description here will be based on 
the Remington Rand Univac market- 
ing management simulation or, for 
short, the Univac marketing game. 

The game session begins with a 
briefing. At this time the instructor 
describes for the participants the tvpe 
of company they are about to man- 
age, the economic environment, the 





Based upon material published in “Management Games: A New Technique for Executive 
Development” by J. M. Kibbee, C. J. Craft, and Burt Nanus, Reinhold Publishing Corp., 
New York, N.Y. Copyright to this article is held by Reinhold Publishing Corp. 
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general nature of the products and the 
competitive forces they will face. The 
scope of their authority, the functions 
to be filled, the decisions to be made 
and the information they will receive 
are all discussed. In addition to the 
mechanics of play, the purpose of the 
exercise and the manner in which it 
relates to the entire educational pro- 
gram are covered. 


After the briefing, the participants 
meet with the other members of their 
management team. In a typical game 
involving perhaps 30 to 50 executives, 
there might be six teams, each with 
five to eight members. The manage- 
ment teams determine their organiza- 
tion, set objectives, decide on the 
short and long-range plans necessary 
to achieve these objectives and to in- 
troduce the necessary controls and 
procedures. Typical organizational 
structures evolve, with presidents, 
vice presidents, etc. In addition to 
the obvious desire to maximize net 
profit, other objectives will be set con- 
cerning share of market, stabilized 
production, inventory control and per- 
sonnel policies. 


Games are played in “periods” 
which, depending on the particular 
game, might be a day, week, month, 
quarter or year. In the Univac mar- 
keting game, the periods are in 
months. The participants have al- 
ready received operating reports for 
December, and they begin by making 
decisions for January. A variety of 
other pertinent information is provid- 
ed, such as a case history and sales 
forecast, as well as reference material 
on operating costs, production facili- 
ties and shipping times. Usually all 
companies begin in the same condi- 
tion. 


The teams make decisions for Janu- 
ary, these are processed by the Univac 
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I computer, and operating reports for 
January are prepared for the players. 
In a typical play of the marketing 
game, the companies have a half-hour 
in which to make decisions, and the 
reports are returned to them within 
10 or 15 minutes after the decisions 
are submitted. Decisions are then 
submitted for February and are pro- 
cessed, operating reports are returned, 
and so forth, usually for one simulat- 
ed year of operation. 

In the Univac marketing game, 
each company manufactures one 
product and markets it in three dif- 
ferent regions, East, West and South. 
All companies are competing in a 
common market. The managers set 
prices, spend money on advertising, 
hire and fire salesmen, set salesmen’s 
compensation rates, set production 
levels, engage in special market re- 
search projects, etc. The total market 
is shared among the companies ac- 
cording to their pricing and advertis- 
ing policies, according to the number 
of salesmen and their degree of train- 
ing, and so forth. The operating re- 
ports show the sales obtained, the net 
profit achieved and an accumulated 
year-to-date net profit. 


Object of Game 

The management team of each 
company tries to achieve the largest 
possible net profit, and the team that 
obtains the greatest accumulated pro- 
fit is often called the “winner”. Good 
performance in a management game, 
however, as in real business, is de- 
pendent on many factors such as re- 
turn on investment, share of market, 
personnel policies and all the other 
aspects of a company which deter- 
mine whether it will continue to suc- 
ceed. 

While the participants are busily 
engaged in operating their companies, 
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other people are often observing their 
performance. While some of these 
may be guests or visitors, others may 
have been specifically invited to fol- 
low the proceedings so as to provide 
feedback on the interactions observ- 
ed. These observers may themselves 
be members of the training course, or 
might be social scientists especially 
invited to participate in the program. 
In some cases elaborate facilities for 
observing and recording the actions 
of the participants are available. 

At the end of the game play, which 
might be anywhere from six to 16 
months of simulated operation, a dis- 
cussion session takes place. This 
critique period is held in order to 
focus attention of the participants on 
the lessons which were to be taught. 
The players have the opportunity of 
reviewing their performance, discuss- 
ing management principles with other 
members of the group, and receiving 
feedback from the game administra- 
tor and observers. Very often the 
critique takes the form of a report to 
the “board of directors” and is guided 
along specific channels by a previous- 
ly prepared check list. 

The game experience itself has 
many worthwhile features, and games 
have been demonstrated for a variety 
of purposes. As an educational de- 
vice, however, a well-run briefing and 
critique are essential to the overall 
success of a program. 


History of Management Games 

The use of models of reality instead 
of reality itself has had numerous 
training applications. This is best 
typified by the Link Trainer in which 
so many pilots learned to fly without 
actually ever leaving the ground. The 
military, of course, have been using 
war games for many centuries. Chess 
was originally a form of war game, 
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and many varieties of “war chess” 
have been created, with the game be- 
ing adapted to changing military con- 
cepts. Helwig, Master of Pages at 
the Court of Brunswick, developed a 
form of war chess in the 18th century 
which used a board made up of 1,666 
squares, and had pieces representing 
battalions of fusiliers, squadrons of 
dragoons, batteries of siege guns and 
so forth. 


Primarily as a result of the work 
begun by Herr von Reisswitz, the 
Prussian War Counseller at Breslau in 
the early years of the 19th century, 
war chess evolved by gradual steps 
into the modern much-used map man- 
oeuvres, where actual maps of ter- 
rain are used instead of a checkered 
board. The Germans made extensive 
use of war games and map man- 
oeuvres in preparation for both World 
War I and World War II. One of 
the most elaborate war games now 
being used is the navy electronic war- 
fare simulation (NEWS) which was 
installed at the Naval War College at 
Newport, Rhode Island, at a cost of 
approximately $7 million. 


The concept of business games for 
management training purposes is very 
recent. For almost any invention it is 
difficult to assign credit and dates to 
any particular person or group, since 
some avid historian is sure to uncover 
an earlier version, or at least some- 
thing related. Dr. Hans Reichenbach 
used to say that when the world was 
ready for something it might well be 
discovered simultaneously by more 
than one person. There will be no 
attempt here to seek the earliest pro- 
ponent of management games. 


If we consider the influence of 
management games, and the reasons 
their use has spread so rapidly, then 
two particular developments are wor- 
thy of note. There is little doubt that 
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the vast majority of early game build- 
ers were influenced by either the 
computer game developed by the 
American Management Association, 
or the manual game first described in 
The Harvard Business Review in an 
article by Gerhard R. Andlinger in the 
issue of March-April 1958. 


AMA Games 

The development of the original 
AMA game is well documented in the 
book “Top Management Decision 
Simulation” by Franc M. Ricciardi, 
Clifford J. Craft, et al, published in 
1957 by the American Management 
Association. Messrs. Ricciardi and 
Craft, together with Donald G. Mal- 
colm, Dr. Charles Clark and Dr. 
Richard Bellman, explored the possi- 
bilities of management games early in 
1956. A model rapidly evolved, and 
its first full-scale dress rehearsal was 
held in Endicott, New York, in Octo- 
ber of that same year. 

At its first meeting the group 
thought in terms of a manual game, 
that is, one in which the computations 
are made by clerks using desk calcu- 
lators. After a meeting with Gordon 
Smith, then with the International 
Business Machines Corporation, it was 
decided that the game would be pro- 
grammed for an IBM 650 Computer. 
Joel M. Kibbee, also with IBM at that 
time and later joining AMA specifical- 
ly to work on game development, was 
given the responsibility of supervising 
the computer programming. 

Under the direction of the original 
group, numerous test plays of the 
game were held, and many changes 
were made in the model. In Septem- 
ber 1957 the game was first used as 
a part of a training course held at the 
American Management Association 
Academy at Saranac Lake, New York, 
where a computer had been installed 
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for that purpose. Since then, AMA 
has made extensive use of manage- 
ment games, having developed many 
completely new ones as well as vari- 
ous revisions of the original game. 

About the same time Gerhard R. 
Andlinger and Jay R. Greene had 
been discussing the training implica- 
tions of games and had begun the de- 
velopment of one. This game has be- 
come widely known as the Andlinger 
game or The Harvard Business Re- 
view game, as a result of the publica- 
tion of “Business Games — Play One,” 
by Mr. Andlinger in The Harvard 
Business Review, March-April, 1958. 

The Andlinger game is played on a 
board similar to that used in many 
parlour games, and the computations 
are performed by “clerks” using desk 
calculators. The main reason for its 
widespread use was its ready avail- 
ability, since all materials and instruc- 
tions could be obtained for a nominal 
amount from The Harvard Business 
Review. As a result, it has been used 
extensively, translated into many lan- 
guages and modified in numerous 
ways to suit the purposes of various 
groups. 

Other organizations such as the 
University of California at Los An- 
geles, University of Washington, Car- 
negie Institute of Technology, the 
Pillsbury Company, Westinghouse 
Electric Corporation, General Electric 
Company, Remington Rand Univac 
and International Business Machines 
Corporation, to name just a few, were 
soon building management games. 
Today the list is a long one and is 
growing rapidly. 


Games Today 

A variety of industrial, educational 
and government organizations are 
now using games. Many of these or- 
ganizations have developed their own 
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games; even more have used existing 
ones. Games are found in management 
development programs, in courses 
in business schools, and in various de- 
partments of the military. Most 
games concentrate on general man- 
agement principles, such as organiza- 
tion theory, long-range planning, deci- 
sion-making, communications and 
the effective utilization of time, men 
and materials. Others aim at teach- 
ing very specific skills and techniques, 
particularly those built around the 
production planning and inventory 
control functions. 


There are general management 
games and games tailored to specific 
functions like manufacturing or mar- 
keting. The American Telephone and 
Telegraph Company has a game for 
managers of telephone exchanges, 
while Imperial Oil has one for gas sta- 
tion operators. The American Man- 
agement Association is using a physi- 
cal distribution game. There are 
games that apply to banks, the stock 
market and the petroleum industry. 
The System Development Corpora- 
tion has developed a game for super- 
visors of computer programmers. As 
a matter of fact, a recent survey indi- 
cates that well over 100 business 
games’ have been developed to date, 
and they cover just about every area 
of management action. 


Games may be extremely simple or, 
as in the case of the one developed 
by the Carnegie Institute of Technol- 
ogy, of considerable depth and com- 
plexity. Computations are sometimes 
made manually, perhaps with the aid 
of desk calculators; in other cases the 
complexity of the model demands the 
power of modern electronic data pro- 


1 A complete list of these games will be 
included in the forthcoming book by the 


authors. 


139 


cessing equipment. In most games, 
executives in a single day operate 
their companies through many peri- 
ods; in other instances decisions are 
made only once a week and are mail- 
ed to a computing centre. Sometimes 
decisions are transmitted to a com- 
puting centre over leased telephone 
lines, and the results phoned back to 
the players. 


In addition to those business as- 
pects built into the mathematical 
model used in a management game, 
many other special “incidents” have 
been incorporated into most game 
sessions, such as: strikes, shortages in 
transportation, acts of God that have 
delayed shipments, executives who 
have resigned, needed information 
that has failed to appear, etc. Man- 
agement also may be asked to submit 
special reports. Executives may be 
required to appraise one another, or 
they may be rotated between jobs or 
between companies. Channels of com- 
munication may be shut off suddenly. 


The variety of games, and the many 
ways that they are used, demonstrates 
the flexibility of this new training 
tool. Thousands of executives have 
taken part in these exercises, and their 
reactions leave little doubt that games 
are here to stay. 


Educational Advantages 


Management games are constructed 
primarily for training purposes. It is 
generally agreed, however, that a man- 
agement game can have educational 
validity only if it is effectively in- 
corporated into an overall training 
program. Although games continue 
to be widely demonstrated, such pro- 
grams are not meant to provide train- 
ing experience, and it is a mistake to 
make judgments solely on the basis of 
such sessions. 


There are a number of educational 
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advantages to management games. 
One of these is the high degree of 
personal involvement on the part of 
the participants. In general, games 
provide an excellent exercise in co- 
operative decision-making, usually un- 
der conditions of time pressure. They 
exercise such executive skills as plan- 
ning, analysis and the creation and 
utilization of managerial controls. Ex- 
perience is a slow, painful and indis- 
criminate teacher. The management 
game, on the other hand, offers the 
opportunity for guided self-develop- 
ment. 


Management games belong to a 
family of educational tools which in- 
clude role playing, case studies, the 
incident process and in-basket exer- 
cises. These various tools are not in 
conflict. Each serves its purpose and 
makes its unique contribution in the 
hands of a skilled instructor. More- 
over, the various tools are often com- 
bined; in particular, case histories and 
role playing have been used in con- 
junction with management game ses- 
sions. 


Management games, in addition to 
their other advantages, have two 
unique qualities which enable them to 
contribute so powerfully to manage- 
ment education: the novel use of the 
time dimension and the objectivity of 
the feedback. The simulation of the 
passage of time in a management 
game forcefully emphasizes to the 
participants the critical timing of de- 
cisions, the way in which present de- 
cisions can guide and even dictate 
future ones, and the importance of 
short and long-range planning, of 
budgets and of controls. The element 
of feedback in a game removes the 
subjectivity of the instructor and the 
inconclusiveness of many other types 
of exercises. While the model itself 
may have been subjectively arrived 
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at, the game session is free from bias 
or whimsy. There is a concentration 
on cause and effect, on the balancing 
and interdependence of various func- 
tions. Above all, the immediate feed- 
back and reinforcement obtained are 
at the heart of the educational pro- 
cess. 


Games have been incorporated into 
training courses in many ways. They 
may be used at the beginning, both 
as an “icebreaker” and an orientation 
device, or they may be used later. 
They may be used more than once, 
perhaps before and after a particular 
management principle or technique 
has been discussed. Games should 
only be used when there are clear 
training objectives, and a clear un- 
derstanding of the role they are to 
play. 

Games have their limitations. In 
general, they cost more, both in 
money and personnel, than other edu- 
cational tools. Whrile the expense in- 
volved in conducting a simple manual 
game may be nominal, that is not usu- 
ally the case for those requiring com- 
puters. The cost of developing a new 
game is of even more importance. 
To use them properly, games require 
more planning and usually more time 
than other training techniques; and 
where a computer is involved, sched- 
uling may be a problem. Also, games 
are frequently more difficult to inte- 
grate into a course. The intense emo- 
tions and interpersonal rivalries that 
occur often present a problem. 


One can certainly question the val- 
idity of games as a training tool, just 
as one can question any other educa- 
tional device. So far, very little 
scientific research has been done on 
their validity. Most game builders 
and game users, perhaps somewhat 
embarrassed by their own enthusiasm, 
are overly subdued when speaking 
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about the value of games. There is 
certainly a need for objectivity, and 
even caution, since misinformation 
may be well learned. But games are 
not a fad; they are a serious educa- 
tional technique that is here to stay. 


General Features of Games 


Most games are played by one or 
more management teams, where a 
team might be made up of from one 
to 20 executives. Since most games 
contain some obvious measures of 
performance, such as net profit, there 
is always a rivalry between teams. 
There may or may not be a direct in- 
teraction between teams. In the Uni- 
vac Marketing Game the various 
teams are in competition for a com- 
mon market, and the action of any 
one team, say in its pricing policy, 
will affect all of the other teams. In 
the widely played Westinghouse plant 
scheduling and distribution game,” on 
the other hand, each team is attempt- 
ing to achieve the best performance 
(lowest overall total annual cost) be- 
ginning from the same conditions, 
and there is no interaction between 
teams. In other words, the perform- 
ance of one team has no effect on 
the other teams. 

A game with interaction is like ten- 
nis; a game without interaction is like 
golf. Both such games engender ri- 
valry. The word “competition” has 
often been used in the classification 
of games, usually as synonymous with 
interaction, but the term will not be 
used in that meaning here. There is 
an economic meaning for competition, 
namely, rivalry for a share of a com- 
mon market. Marketing games usual- 
ly include such economic competition, 
but it can take either an interactive 
form with the competitors being other 


2 To be included in the forthcoming book 
by the authors. 
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participating teams, or a non-inter- 
active form in which the competition 
is built into the model itself. Further- 
more, many types of interaction be- 
tween the teams are possible other 
than economic competition. 


Games require computations to con- 
vert the decisions made by the play- 
ers into the performance reports re- 
turned to them. A manual game is 
one in which the computations are 
made by clerks, or by the participants 
themselves, usually with the help of 
desk calculators. A computer game 
is one in which the computations are 
performed by an electronic data pro- 
cessing machine. Manual games are 
less costly to build, and usually less 
costly to conduct; they are obviously 
the only type of game that can be 
used if a computer is not available. 
Computers, on the other hand, offer 
the same advantages that apply in 
their use for business data processing: 
they are fast, and accurate, return 
printed reports and offer fewer con- 
straints on the form of the model. 


There are many varieties of games, 
and some are difficult to classify. 
There is a General Electric produc- 
tion planning and control game, for 
example, in which the participants 
dispatch jobs to the machine shop 
through the use of tickets placed on 
a Gantt type board; there are no 
special reports and no computations 
except for the final scoring in terms of 
number of jobs completed on time, 
etc. The ASCOT game of the Im- 
perial Oil Company is played on an 
analogue computer, with the players 
permitted to make decisions at anv 
time they wish through the use of 
various dials and knobs. In the ma- 
jority of existing management games, 
however, the participants submit writ- 
ten decisions at the beginning of each 
simulated time period, the decisions 








142 





are processed, and an operating or 
performance report is returned to 
them. 

Some games aim at a specific man- 
agerial function, such as marketing or 
manufacturing, and are called func- 
tional games. Other games incorporate 
many managerial functions, with the 
basic problem being the management 
of a complete company, and are called 
total enterprise games. Most early 
games simulated a manufacturing 
company, and the product was not 
specifically defined; it was a widgit. 
The Carnegie Institute of Technology 
game, however, bases its model on 
the detergent industry, and various 
other industries have now been model- 
led. Games for the government are 
under development, and the military, 
of course, continues to use war games 
in a variety of forms. 


Most of the early management 
games were slanted at middle and 
top management, but within the past 
few years many special games have 
been constructed which may be used 





THE CANADIAN CHARTERED ACCOUNTANT, AUGUST, 1961 








for lower levels of management. There 
still remains, however, the need for 
games that can be used in general 
supervisory training. New games, new 
approaches and new ways of using 
them are appearing with such increas- 
ing rapidity that undoubtedly man- 
agement games will soon be designed 
for use at every level of management 
development. 


Future Outlook 

Management games are now having 
a significant impact on business edu- 
cation and a perhaps lesser, but poten- 
tially more important, impact on busi- 
ness problem-solving. Undoubtedly, 
their use will increase rapidly, and 
therefore it is important that execu- 
tives become acquainted with this 
new technique. However, no matter 
how much one reads about manage- 
ment games, they have to be ex- 
perienced to be believed. We, there- 
fore, encourage every reader to par- 
ticipate in a game program. They are 
not only fun — they are educational! 


Purpose of Accounting 


The purpose of accounting may be said to be the provision to 





interested parties of useful and relevant information concerning eco- 
nomic quantities. There are three elements in this definition. Firstly, 
it is the purpose of accounting to provide useful and relevant informa- 
tion. It is the accountant’s function to pick out from the mass of facts 
surrounding him those which are useful and relevant to the purpose 
in hand. There is no point in accounting merely for the sake of 
accounting. Secondly, the information concerns economic quantities. 
In other words, accountants handle facts which can be measured 
and “quantified”. This is not to suggest that only those things which 
can be measured are important, but merely that they alone are cap- 
able of being recorded in accounts. Thirdly, accounts are prepared 
for the use of interested parties, e.g. management, shareholders, gov- 
ernments, beneficiaries of the estates of deceased persons, etc. The 
kind of information required by these parties will largely determine 
the form of accounting used. 

—R. H. Parker, “The Nature and Purpose of 
Accounting”, The Accountant, June 10, 1961. 
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Conversion to Direct Costing: 


A Case Study 


DOUGLAS M 


THE ACCOUNTANT is the recognized 
authority on presenting and analyzing 
financial statements. His duties, how- 
ever, cannot be carried out if he iso- 
lates himself from other members of 
the business organization. He must 
communicate his specialized knowl- 
edge and understanding in order to 
assist in the comprehension of the 
effect of alternative decisions on a 
company’s financial position. Com- 
munication of information is now re- 
cognized as a basic requirement for 
scientific management by both the ac- 
countant and other members of man- 
agement. It is a growing need when 
business organizations become more 
complex as no one man has time or 
ability to be expert in many of 
the multiplying fields of specialized 
knowledge. 


The research scientist devotes his 
entire time to searching for improve- 
ments of existing products or develop- 
ment of new ones as a basis for com- 
pany growth. The accountant, like- 
wise, must spend a_ considerable 
amount of time and effort, first in the 
development of improved methods for 
recording financial transactions, and 
then in the presentation of this in- 
formation in a form which will enable 
management to acquire the knowl- 
edge in a minimum of time. Just as 
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the research scientist hopes to dis- 
cover or develop methods of highest 
efficiency, the accountant searches for 
an accounting system which will be 
faultless. The scientist inevitably 
settles for some compromises, and so 
must the accountant. 


It is this climate of business or- 
ganization that has stimulated the 
growth of direct costing. It is no 
simple matter, however, for a com- 
pany to change its entire form of ac- 
counting, the records, statements and 
reports. The details of the problem 
will vary with the size, type of busi- 
ness and organization of a company, 
but it may be helpful to trace, as an 
example, the steps taken by one com- 
pany as it studied the problem and 
then passed through the transition 
stage from absorption costing to di- 
rect costing. 


A Case History 


Our company is a manufacturer of 
a number of basic products which 
are sold as raw materials to secondary 
industries. There is also one major 
affiliate whose manufacturing opera- 
tions are quite different from our 
own. The parent company is prim- 
arily a holding company but provides 
some management services. 


Most plant processes are carried 
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out on a round-the-clock basis. Labour 
requirements are almost unrelated to 
operating levels, and are relatively 
low compared with the high fixed 
charges on an expensive plant invest- 
ment. Thus, a major portion of costs 
is inflexible. Raw materials are a 
truly variable cost but are not of 
major significance in relation to the 
total. This cost structure means that 
full unit production costs move almost 
inversely to a change in operating 
level. 

By 1958 the company had experi- 
enced a fairly rapid growth in sales 
marked by considerable fluctuations, 
which were necessarily reflected in 
levels of production. Unit production 
cost and profit margins therefore 
varied widely within brief periods. 


An actual full cost system had been 
adopted although standard costs had 
been introduced for certain produc- 
tion areas. The cost accounting meth- 
ods had undergone developmental 
changes, many of which were quite 
complex due to the involved nature 
of the manufacturing process. 


The basic problem of the account- 
ing staff was to interpret satisfactorily 
to themselves the cost-profit-volume 
relationship and its effect on current 
operations. Development of | state- 
ments and analysis reports which 
properly portrayed these factors was 
the next requirement. This was under 
constant study, but no revision elimin- 
ated the basic difficulties inherent in 
the accounting system at that time. 


Financial and accounting personnel 
recognized that revisions were only 
patching up a basically unsound 
structure. Introduction of a complete 
standard full-cost system was con- 
sidered early in 1958, but this solution 
was rejected almost unanimously. It 
would merely have replaced the orig- 
inal complexities with more refined 
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accounting techniques without elim- 
inating the basic difficulties. We were 
sure, however, that some satisfactory 
solution was possible. Direct costing 
was therefore considered, but there 
was no predisposed intention of ac- 
cepting it. 


Background Literature 

The first need was to obtain ade- 
quate information on which a deci- 
sion could be based, and a survey of 
the literature was instituted. The 
sources were surprisingly limited. No 
comprehensive bibliography could be 
located. (Current publications include 
a 1961 research report published by 
the National Association of Account- 
ants and a July 1960 study “Direct 
Words About Direct Costing” of the 
Australian Chartered Accountants Re- 
search Society). The periodical in- 
dexes did not treat it as a separate 
topic, so that in developing our own 
bibliography, the preliminary listing 
included many articles which were 
not in fact applicable. The Society of 
Industrial and Cost Accountants 
proved to be a valuable source, as did 
university technical libraries. Con- 
siderable information was also avail- 
able from the NAA who had carried 
out a research program on direct cost- 
ing in 1953 and promoted its study 
over the years since its 1936 pub- 
lication of Jonathan Harris’s original 
article. 


Through this survey of literature 
we finally accumulated a fairly com- 
plete review of direct costing — the 
history, theory, applications and, of 
course, the pros and cons. We soon 
found that the proponents of direct 
costing had faced problems similar to 
our own and apparently had develop- 
ed satisfactory solutions. 


After adequate information had 
been assembled, it was sorted so as to 
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provide several brief comprehensive 
reviews. It would have been too 
time-consuming for everyone to re- 
view all the available material. A 
meeting of the accounting group was 
then held to outline the study pro- 
cedure and assign the duties. It was 
planned that, after reasonable study, 
the various members would present 
reviews of the material which they 
had examined. Through questions 
and discussions at these meetings it 
was felt that the accounting staff 
would develop the sound _back- 
ground of knowledge necessary to 
apply the theory to our own plant 
operations. 

There was very active participation 
in this program, and the discussions 
almost invariably related our own 
operations to the theories under re- 
view. There was a wide variety of 
opinion, but the outcome was a de- 
cision to continue our consideration 
of direct costing. 


Study of Plant Operations 

The next step was to study the 
plant operations with the objective 
of classifying all costs into fixed and 
directly variable, as required under 
a direct cost system. It was fully ap- 
preciated that many costs would like- 
ly be semi-variable but that ultimate- 
ly they must be treated in the ac- 
counts as fixed or as directly variable. 
Fortunately, a substantial amount of 
information was already available 
from data collected during budget 
preparations and from routine month- 
ly cost analysis. 

Simple scatter charts were therefore 
prepared plotting operating levels 
against the utilization of labour and 
material for each operation. Refined 
statistical methods could have been 
used, but these would not have been 
understood by the entire group. The 


interpretation of this work required 
full and willing cooperation from op- 
erating personnel, since changes in 
production techniques had to be 
allowed for. 


While assistance from the operating 
personnel at this time was imperative, 
disclosure of the general plan to all 
levels of supervisors was not con- 
sidered desirable. Too much time 
would have been taken up, and con- 
troversial points might have arisen 
which would have created unneces- 
sary opposition over matters which 
might never be followed up. This 
difficulty was overcome by meeting 
with the senior production personnel 
and thoroughly explaining both the 
objectives and our present problem. It 
was also explained that direct costing 
was a relatively new field of account- 
ing that had many controversial fea- 
tures. Assurance was given that it 
was only at the study stage and that 
changes from the existing system 
would not be introduced without full 
consultation. They were therefore 
willing to accept our proposals on 
this tentative basis. Opposition was 
forestalled through setting the scene 


properly. 


Classification of Costs 


After all plant costs had been re- 
viewed in detail with operating per- 
sonnel, we then had essentially all the 
production information to start build- 
ing our direct-cost system if it was de- 
cided that a change should be made. 
The sorting, assembling and digesting 
of the mass of data was time-consum- 
ing, but it was considered unwise to 
leave any matters unresolved before 
progressing to the next stage. This 
probably was the influence of the 
natural conservatism of accountants, 
but it paid dividends before our work 
was finished. 
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The classification of costs was not 
all straightforward. The semi-variable 
costs involved many complications. 
The first step was usually to deter- 
mine if the cost included both fixed 
and variable elements which might be 
broken down and collected separately. 
This was usually not the case, and 
then the degree of variability became 
critical. If there was only little re- 
lationship between cost and volume, 
classification as a fixed element was 
the obvious answer. If there was a 
reasonably close relationship, it was 
felt that the variance which would 
arise should be utilized as a pressure 
on management to take as full advant- 
age of the variability factor as poss- 
ible. In other instances, it was re- 
cognized that certain costs ought to 
vary directly with the production rate 
but that they would not do so in the 
short run. These were usually labour 
classifications, and they also were 
grouped with the directly variable 
costs to highlight our inability to 
achieve the theoretical standards. 


We then put together a rough cost 
system and on this basis set about re- 
constructing the reporting for several 
of the prior months. We did not 
strive for perfection in this exercise 
as we did not feel that the additional 
accuracy would provide significant 
benefit. Our company had always 
placed considerable importance on 
statements and reports which would 
explain to management the variance 
of operations as compared to budget. 
This required that we modify our 
budget to get comparative direct cost 
figures for the sample months. Again 
this was a time-consuming stage, for 
it required the development of entire- 
ly new statements which would pro- 
vide the basis for study. 


Converting the Accounting Group 
The next step was to reconvene 
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the meetings of the accounting group 
to bring all members up to date on 
the program, test out the presenta- 
tions, and develop new ideas. We 
worked on a comparative review of 
the sample months, using the state- 
ments and reports as originally de- 
veloped and the proposed ones based 
on direct cost. Some of the meetings 
followed “brain storming” procedures 
to hit on ideas for worthwhile revi- 
sions. The outcome was that our ac- 
counting group itself was generally 
sold on the system. The cloudy areas 
in which they had so often toiled, try- 
ing to find meaningful explanations, 
were virtually cleared away; the rela- 
tionships of cost, profit and volume 
were directly obvious. Segregation of 
the fixed costs emphasized the need 
for constant attention to hold these 
costs to a minimum, with clear indi- 
cation that operating levels should not 
have a significant influence. 


The accounting group were now 
direct-cost converts, but this did not 
mean that our company was prepared 
to adopt the new system. Questions 
to be resolved included acceptance by 
our major affiliated company and the 
ability to convert back to a full ab- 
sorption cost basis for use in publish- 
ed statements and income tax returns 
in a manner comparable with prior 
years. The failure of direct costing 
to attain general public acceptance 
made this conversion essential. Even 
if we could resolve these problems, it 
would still be necessary to convince 
senior management that the change 
would meet their needs. 


Throughout this period we had 
been in constant contact with the fi- 
nancial members of our parent com- 
pany advising them of our progress. 
Their assistance in the development 
of the reports and statements was 
most valuable. At times we were too 
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close to our problems and unable to 
take the detached view that was ne- 
cessary. They were also correlating 
the progress of our affiliate, and at 
this stage they suggested that a joint 
conference of all senior financial and 
accounting personnel was essential. 
An agenda was prepared which cov- 
ered the various problem areas re- 
quiring decisions if we were to pro- 
ceed with direct costing. The timing 
also had to be established for com- 
pletion of the work by each operating 
company and for the consolidations 
by the parent company. 

Each group came to the meeting 
well prepared. Despite general con- 
currence with the proposed move to 
adopt direct costing, the individual 
items often aroused considerable dis- 
cussion and sometimes substantial dis- 
agreement. Detailed minutes were 
kept of the proceedings, and a formal 
report was issued to all concerned 
setting forth the decisions and future 
plans. The consensus was that the 
meeting resolved many problems 
which would otherwise have con- 
sumed months of correspondence. 


Dual Basis Adopted 


It became clear that we could not 
expect an immediate decision. It 
would be inevitable that duplication 
of a substantial amount of accounting 
work would be required over the fol- 
lowing months to prepare both regu- 
lar and direct cost information. The 
proper perspective and appreciation 
of direct costing could not be achiev- 
ed without preparation of statements 
and reports on this dual basis. We 
could not discard the old until the 
new was approved. Consultants could 
have been employed to ease the bur- 
den on our staffs, but it was believed 
that a major benefit would come 
through the development of our own 
procedures. We had not anticipated 


that the transition period would be 
so extended, but our program was 
set up and we could not have easily 
changed at this juncture. 


It was now necessary to reconstruct 
the first four months of the year and 
develop accurate direct-cost _ state- 
ments. Each month had to be recon- 
ciled with the actual statements which 
had been prepared, and we spent un- 
counted hours locating amounts which 
were missed out or duplicated in our 
memo direct cost records. Thus the 
time spent proved valuable, for we 
learned where difficulties arose. With- 
out the pressure of statement dead- 
lines, our system developed slowly 
but soundly. 


During this period of reconstruct- 
ing past months, we recognized that 
the plant cost records could be pre- 
pared on a direct cost basis with sep- 
aration of direct and period costs even 
if senior management did not accept 
a change in financial statements. Our 
cost accounting section prepared a 
submission for plant personnel in a 
“before and after” format which set 
out the advantages of direct costing 
over the existing accounting system. 
The presentation highlighted the im- 
proved possibility of cost control 
through recognition of the variable 
cost elements and clear separation of 
these items from the period costs. 
Budget comparisons against proper 
standards now had added signifi- 
cance. The development of cost state- 
ments for this presentation under- 
went many revisions based on our 
better understanding of costs. This 
understanding came from the many 
hours we had spent in reviews for the 
direct cost system. The stress was 
placed on better cost control, first 
through proper classification of costs 
as fixed or variable, and then through 
the limiting of items which were in- 








148 





cluded in each cost statement. Only 
cost factors within the control of any 
supervisor were included on his state- 
ment. The term “controllable” be- 
came the criterion. Thus, for the low 
supervisory levels the cost elements 
were few in number. Additional items 
were added for each higher supervis- 
ory levels until all plant costs were 
included for the plant manager. 


Development of Plant Statements 


The program was carefully de- 
veloped and sold to each supervisory 
level. There was no pressure exerted 
as we did not want an apparent ac- 
ceptance without a true recognition 
that the new approach was indeed 
better. We had almost immediate 
acceptance, and indeed we felt re- 
miss in not having provided such re- 
porting years before. The decision 
was clearly that the plant statements 
would be on a direct-cost basis as 
soon as possible. Two months later, 
in July 1958, the change was intro- 
duced. It was most gratifying to the 
entire accounting staff that the plant 
personnel favoured the change. 

The development of direct-cost fi- 
nancial statements required complete 
revision of existing format and intro- 
duction of a terminology which would 
be meaningful for management. The 
literature surveyed was most helpful, 
and with ideas drawn from here and 
there, tempered by our own needs 
and with willingness to accept orig- 
inal concepts, the statements began to 
take form and meaning. Statement 
presentation is, of course, never static, 
and the lessons learned from direct 
costing did much to bring a greater 
willingness to try new ideas. 


Reconciliation of Memo and Actual 


Concurrent with the statement de- 
velopment was the work of reconcilia- 
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tion between the memo direct-cost 
financial results and the actual results 
recorded in the books under absorp- 
tion costing. Principally this required 
techniques of inventory conversion as 
the direct-cost inventories included 
only the directly variable costs. It 
was necessary to account for the vari- 
ances on the variable costs as well 
as the period of fixed costs. Most 
articles considered this a simple mat- 
ter, such as the use of inventory valu- 
ation at full cost standards. We had 
budgeted full costs for each product, 
but our system used actual cost and to 
be consistent we had to relate to this 
method. Many hours of discussion 
led to preliminary techniques. These 
were tried, checked and revised to 
improve the correlation with the 
known full-cost inventory valuations. 
Step by step there was an improve- 
ment. Finally the company auditors 
were requested to review our conver- 
sion procedures to ensure that we 
could properly state that our methods 
would allow us to develop inventory 
valuations consistent with prior years. 
After making a detailed study they 
were in general agreement that our 
conversion formula method resulted 
in satisfactory full-cost inventory 
values. The auditors’ approval en- 
abled us to pass a major hurdle, as 
management acceptance would now 
be determined only by the internal 
usefulness of direct cost information. 
External reports for the public and 
governmental bodies could be con- 
tinued on an absorption cost basis un- 
til such time as direct costing achiev- 
ed public recognition. 


Presentation to Top Management 


It was now well on in the year and 
we had arrived at the critical stage 
of the plan; that is, we had to obtain 
senior management approval. Our 
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accounting groups had basically been 
converted by this time to the theory 
of direct costing. Those responsible 
for the preparation of analysis reports 
were heartily promoting its adoption. 
Plant personnel could retain the ad- 
vantages of cost control through bet- 
ter cost analysis and presentation and 
were prepared to recommend its for- 
mal adoption. All things pointed to 
the need for a well-thought-out pre- 
sentation highlighting the benefits to 
be obtained by senior management 
through direct costing. 


It was determined that the sub- 
mission to management should in- 
clude a clear and brief description of 
direct costing, indicating clearly the 
differences from the existing proced- 
ures. It had to stress our particular 
difficulties in the past, which the new 
system proposed to simplify. This 
would set the scene for review of 
the memo direct cost financial state- 
ments which were to be prepared, 
covering our operations of the most 
recent month and year to date as well 
as a sample analysis report, based on 
the direct cost statements. In addi- 
tion, a further section was to be in- 
cluded which interpreted the report 
and statements in a way that stressed 
the improved information coming 
from these documents as compared 
with those based on our old system. 


Our plans were made, and the work 
was carried out with extreme care and 
thought. Then the case was in the 
hands of our senior management. The 
decision was not delayed and was af- 
firmative. In fact, the real users of 
financial information were among 


those most appreciative of the merits 
of direct costing. This acceptance 
reflected the thorough groundwork 
laid by our senior financial personnel, 


who had created a receptive atmos- 
phere for the submission. 


Final Stages 

We were by this time near the close 
of our year, and it was considered 
appropriate to complete our year on 
the absorption-cost basis although 
memo direct cost statements were to 
be prepared and issued as additional 
information. 

In the remainder of the year many 
of the informal memo records had to 
be developed into formal procedures 
and systems. New accounts had to be 
designated, forms developed, controls 
established. 


At the same time, of course, we 
were carrying out our preparation of 
the budget for the following year. 
Originally we had hoped for a deci- 
sion which would give us definite 
guidance as to the cost method we 
would be using. This had been de- 
layed, but it was necessary to pro- 
ceed. We gambled on acceptance, 
and all our work was aimed at a di- 
rect-cost budget. The favourable de- 
cision provided a most welcome re- 
turn on the chance we had taken. 


Early in the new year we were 
added to the ranks of those compan- 
ies who were using direct costing. 
The many hours of overtime which 
went into cost studies and dual ac- 
counting were rewarded. We had a 
system which could be built upon 
and which, in our belief, was basically 
sound. 


There is no easy path to changing a 
complete, complex accounting system. 
The solving of the problems pro- 
vides the soundest education possible 
and is an important advantage for 
the staff of any company developing 
its own system. 





Financing Canadian 
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INCREASINGLY the Canadian exporter 
is faced with the need to offer credit 
in order to do business abroad. The 
demand for credit creates the neces- 
sity to obtain financing. This prob- 
lem of financing foreign business has 
tended to gain increasing importance 
in recent years, and is likely to be of 
still greater importance in the future. 

Competition for foreign business is 
related to four factors: price, quality, 
promptness of delivery and credit. 
Delivery performance was a competi- 
tive advantage enjoyed by Canadian 
and American exporters for several 
years immediately after the war, but 
this advantage has been lost due to 
the increase of European production 
to boom levels. Price and quality are 
companion factors, for it is only*cor- 
rect to consider price in relation to 
quality. These factors may be re- 
ferred to in the inclusive phrase “price 
competition” which can never cease 
to be the major influence in winning 
foreign business. However, in a 
world of high production and keen 
competition, credit is constantly gain- 
ing importance in the race for busi- 
ness. There are many countries where 
inflation renders price almost mean- 
ingless, or where lack of sufficient do- 
mestic credit or of foreign exchange 
are acute, and in these markets gen- 
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erous credit terms have almost pre- 
dominant appeal. 

The purpose of this article is to ex- 
plore to what extent Canadian com- 
panies engaged in exporting are well 
provided with the financing facilities 
necessary to meet the demands for 
credit in doing business abroad. At- 
tention will be given to financing 
foreign business on short-term, me- 
dium-term and extended-term credit. 
After reviewing the financing facili- 
ties available in Canada itself, some 
consideration will be given to inter- 
national resources. 


Short-Term Credit 


Financing export transactions on 
normal commercial credit terms rang- 
ing up to 180 days, where the credit 
period is warranted by the nature of 
the goods and the credit standing of 
the foreign buyer, has never been any 
real problem for Canadian exporters. 
The chartered banks have always 
treated the financing of foreign busi- 
ness involving short-term credit as a 
regular part of banking operations. 

Some of the Canadian banks have 
for many years been positively inter- 
national, with branches established in 
Cuba, Dominican Republic, several 
South American countries, as well as 
in London and Paris. This expansion 
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beyond the geographic limits of Can- 
ada brought with it a disposition to 
finance commercial activities in a 
wider setting than the purely domes- 
tic. Through branches and corres- 
pondent banks in other localities, 
Canadian banks are able to obtain 
credit information on foreign buyers 
for exporters and often to serve as 
the collecting bank abroad, or in 
other cases to control closely the 
foreign collections. 

If exporters have had any substan- 
tial complaint about the services of- 
fered, it was perhaps that credit ac- 
commodation on foreign accounts re- 
ceivable was not very liberally ex- 
tended by the banks. There are two 
aspects to this fairly restrictive policy. 
The first relates to the credit stand- 
ing of the exporting client. A bank 
will generally establish a line of 
credit for a Canadian company based 
on the company’s financial worth. The 
company may use this credit line for 
both domestic purposes and foreign 
transactions. The second restrictive 
influence is a natural banking attitude 
that the risks involved in foreign 
transactions are considerably greater 
than in domestic operations, and ac- 
cordingly the banks are more cautious 
in providing financing for such for- 
eign business. 

This latter problem was taken care 
of by the establishment of an export 
credits insurance system immediately 
after the war of 1939-45. The Export 
Credits Insurance Corporation is a 
Crown company expressly intended to 
insure against the risks of non-pay- 
ment of foreign accounts receivable. 
Exporters who are so insured find that 
their working capital position is en- 
hanced because the banks will pro- 
vide financing for their foreign busi- 
ness on a more liberal basis. Ac- 
counts secured by export credits in- 
surance are considerably more _at- 


tractive to financing banks, for the 
bank can rely on the dependable 
guarantees against possible losses and 
is relieved of any necessity of check- 
ing the credit standing of the foreign 
accounts. 


Medium-Term Credit 

Exporters of capital goods are 
faced with demands for more pro- 
longed credit than are exporters of 
consumer goods. This means that 
Canadian exporters of capital goods 
require financing both in_ larger 
amounts and for longer periods than 
do exporters of consumer goods. 


The accepted commercial terms for 
capital goods in international trade 
most frequently call for payment of 
at least 10% with the order, a further 
payment of at least 10% upon deliv- 
ery, and the balance in quarterly or 
half-yearly instalments over a period 
of from one to five years after deliv- 
ery, depending on the nature of the 
equipment and the size of the order. 
The actual financing of such business 
may be needed for as long as seven 
years if there is a manufacturing 
period of two years, which can occur 
for complex units such as turbines. 


Foreign transactions calling for 
payment on the basis described are 
known as medium-term credits. Since 
in most transactions in this area of 
credit the terms are arranged between 
the exporter and the foreign buyer, 
with the supplier arranging the finan- 
cing, they are also known as suppliers’ 
credits. Having entered into such 
business abroad, the Canadian ex- 
porter must be prepared either to fi- 
nance the credit himself or to seek 
sources of financing in Canada. 


As a general rule, the chartered 
banks have been quite willing to 
provide financing for the medium-term 
export business. It has now become 


the established practice, however, to 
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require that the exporter obtain an ex- 
port credits insurance policy to cover 
the transaction. The Export Credits 
Insurance Corporation is prepared to 
consider applications for specific 
transactions of fairly large value in- 
volving medium-term credit. Like all 
credit insurers throughout the world, 
the Export Credits Insurance Corp- 
oration will not insure credit terms 
exceeding five years after delivery. 
purchaser, even to the extent of 85% of 
the gross invoice value, meaning that 
the exporter continues to participate 
throughout the life of the contract for 
15%. The banks do not actually buy 
the promissory notes of the foreign 
purchaser, even to the extent of 85%, 
but make loans to the Canadian firm 
retaining recourse against the ex- 
porter. The exporter in turn has the 
right to claim against the Export 
Credits Insurance Corporation should 
the foreign buyer fail to meet his 
commitments. 

It has been a complaint of some 
Canadian firms doing foreign busi- 
ness that the banks did not in any 
strict sense discount the foreign notes, 
but simply accepted them as addi- 
tional collateral when advancing 
credit to the Canadian client. In ef- 
fect, it was the general practice 
of the banks to establish credit 
facilities, or credit lines, to Cana- 
dian companies on the basis of 
the company’s overall financial 
strength. This meant that exporting 
companies with limited capitalization 
found it difficult, if not impossible, to 
contract for large scale foreign busi- 
ness, because they would not be able 
to obtain bank financing. In times 
of tight credit in Canada, when mone- 
tary policy was aimed at checking in- 
flationary tendencies, the squeeze on 
credit could always lead to a contrac- 
tion of the supply of credit available 
for foreign business. 





Export Finance Corporation 

The chartered banks, aware of 
these complaints, and others of a less 
significant nature, have taken the ini- 
tiative to improve the adequacy of 
medium-term financing for Canadian 
export business. As a joint effort, with 
all the chartered banks participating 
in proportion to their asset position, 
they have established the Export Fi- 
nance Corporation of Canada Ltd. as 
a financing institution specifically and 
solely to provide financing for export 
transactions in capital goods involving 
credit terms of one to five years after 
delivery. This step is to be applaud- 
ed as a demonstration of the sense of 
responsibility which the banking com- 
munity has towards the Canadian ex- 
porter and the desire to fulfil that re- 
sponsibility by offering more ade- 
quate financing services. 

By its charter the Export Finance 
Corporation has an authorized capital 
of $50 million which may, through 
borrowing in the market, form the 
base for export financing up to ten 
times its capital. In establishing the 
new financing institution the member 
banks have subscribed $10 million as 
the initial paid-up capital. This 
means that there exists a pool of 
funds expressly to finance medium- 
term export business, initially capable 
of financing $100 million worth of 
capital goods exports and expandable 
to $500 million if the volume of for- 
eign business requires it. 


Canadian exporters will continue to 
apply to their own bank, not the new 
Export Finance Corporation, when 
seeking financing. The banks will 
continue to handle the business de- 
veloped by their own clients in order 
to give them complete, personal ser- 
vice in all their banking needs. The 
chartered banks may hold any foreign 
notes acquired as security in such ex- 
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port financing operations, or may turn 
them over to the Export Finance 
Corporation. The new corporation 
can thus be operated with a minimum 
of staff and administrative expense 
because the individual banks will be 
dealing with their own customers. 


The significant fact is that there 
is now a special pool of funds set 
aside for the sole purpose of financing 
medium-term exports. The pool will 
not dry up with a general credit con- 
traction. It can also be inferred that 
export business can in future be fi- 
nanced on its own merits, and not 
merely as a part of a general line of 
credit opened by a bank for its client. 
Both in an overall banking sense and 
from the point of view of the individ- 
ual customer, financing for medium- 
term export business will be distinct 
from the general credit supply. 


A further important innovation is 
that the banks, operating through the 
Export Finance Corporation, are 
now prepared to provide financing in 
United States dollars. Since tenders 
called by foreign buyers frequently 
request bids in United States dollars, 
this is a realistic and useful change 
in financing arrangements. It has the 
additional significant advantage of 
making possible financing of medium- 
term export business at somewhat 
lower rates of interest than in the 
past. 

The banking community in Canada 
is conscious of the need to keep fi- 
nancing costs down if the Canadian 
exporter is to be competitive in 
foreign business. The fact that the 
arrangements now available, as a re- 
sult of the creation of the Export Fi- 
nance Corporation, are regarded by 
the member banks as a service to the 
exporters, and not as a profit-seeking 
venture, argues strongly that they will 
strive to keep interest rates as low as 
possible. 


It will continue to be a general 
requirement that, to be eligible for 
financing, foreign business must be 
covered by export credits insurance. 
The Exports Credit Insurance Corp- 
oration definitely approves of the new 
banking initiative and is anxious to 
lend its full cooperation so that ex- 
porters may enjoy real benefits. One 
very material expression of its attitude 
is that in future the Export Credits 
Insurance Corporation will provide 
insurance for medium-term exports 
at premiums even lower than in the 
past. 


To sum up, the facilities set up in 
1960 to finance exports of capital 
goods sold on medium-term credit 
are more adequate, more certainly 
available, more positive in motiva- 
tion and promised administration, and 
less costly than in the past. 


Extended-Term Credit 

The most persistent complaint 
about the adequacy of financing fa- 
cilities in recent years has been that 
Canadian exporters of capital goods 
had become non-competitive for an 
important part of foreign business in 
the matter of credit terms. An in- 
creasingly large number of countries 
throughout the world have under- 
taken massive investment programs to 
accelerate the pace of economic de- 
velopment. Planned investment on 
this scale entails an ever-growing bur- 
den of foreign debt for such coun- 
tries, and they increasingly require 
and demand long-term credits. Until 
1961 Canada had no facilities to ex- 
tend long-term credits, which was a 
bar to Canadians seeking this type of 
business. It is an international fact 
that private capital cannot be mus- 
tered on a substantial scale to be con- 
tinuously available for extended term 
credits in support of foreign business; 
hence it is a gap that government 
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and international lending institutions 
must fill. 


In late November 1960, the Can- 
adian government announced that fa- 
cilities had been made _ available 
through the Export Credits Insurance 
Corporation to finance exports of 
capital goods where the required 
credit terms exceeded five years. The 
legislative authority under which the 
corporation carries out this new func- 
tion is section 21A of the Export 
Credits Insurance Act, a section en- 
acted in 1959 but turned by govern- 
ment decision to the new purposes of 
long-term financing. 


The mechanism of operation of the 
financing facilities permits the Cana- 
dian exporter, in cases where long- 
term credit is required, to develop 
and negotiate his prospective export 
sale with the foreign buyer, which 
may be either a government entity or 
a private company. The exporter 
then submits a request to the Export 
Finance Division of the Export Cred- 
its Insurance Corporation for finan- 
cing under section 21A in support of 
the proposed transaction. When the 
corporation has carefully studied and 
documented the case, it is presented 
to the Committee on Export Finance. 
Proposals that meet certain establish- 
ed criteria, which are outlined below, 
are submitted to the Cabinet for ap- 
proval because section 21A of the Act 
stipulates that all business undertaken 
under the authority of that section 
requires specific approval by the 
Governor-in-Council. For foreign 
business so obtained and approved 
the Canadian exporter will have been 
paid by the Export Credits Insur- 
ance Corporation upon completion of 
contractual delivery commitments. 
The effect is that the foreign buyer 
will have a payment liability, accord- 
ing to the agreed terms of the sales 
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contract, to the Export Credits In- 
surance Corporation. 


Guiding Rules 

The guiding rules determining the 
eligibility of business for extended- 
term financing are: 

1. that the extended credit terms are 
clearly necessary and justifiable; 

2. that the transaction in question 
gives promise of continuing export 
trade; 

3. that the Canadian content is of a 
high order, in the range of 80% or 
better; 

4. that there are demonstrable em- 
ployment and industrial benefits 
for Canada deriving from the 
transaction; 

5. that the particular export transac- 
tion to be financed is substantial 
in value; 

6. that the foreign buyer and the 
country of purchase have a satis- 
factory credit standing. 

It is worth emphasizing that export 
sales which could and should be made 
on medium-term credit may not be 
moved into this new area of long 
term simply at the request of the ex- 
porter or the foreign buyer. The 
Canadian government intends that 
Canadian exporters will be on a com- 
petitive footing with foreign suppliers 
through these facilities. However, 
the provision of extended-term credit 
is not to be used as a weapon of com- 
petitive advantage. In each case the 
need for extended credit terms must 
be clearly demonstrated. The justi- 
fication may well be the factual infor- 
mation that foreign competitors are 
offering long-term credit which musi 
be matched. Lacking such indisput- 
able evidence, the appropriateness of 
the requested terms must be judged 
on such grounds as the nature of the 
equipment and the project in ques- 
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tion, its value, the useful life of the 
goods, amortization possibilities of the 
foreign project and the real credit 
needs of the buying country. 


To judge the adequacy of Canada’s 
long-term financing facilities it is not 
unfair to compare them with the long- 
envied Export-Import Bank facilities. 
Canadian exporters have already dis- 
covered that, under the ECIC-ad- 
ministered new financing arrange- 
ments, they can match the credit 
terms provided by Eximbank. Con- 
scious of the importance of financing 
charges in the competition for foreign 
business, the Canadian government, 
despite the higher cost of borrowing 
money in Canada, has kept interest 
rates within a small fraction of the 
Eximbank and World Bank rates 
which are currently 5%% per annum. 
One major difference between the 
two schemes is that the Eximbank 
extends the credit to the foreign bor- 
rower, who may then buy from any 
U.S. supplier, while ECIC provides 
financing to the particular Canadian 
supplier who is in a position to obtain 
the foreign contract. The Canadian 
approach puts a premium on com- 
pany initiative and export sales effort 
by offering support when orders are 
won, rather than by offering captive 
business to firms not always oriented 
to foreign commerce. 


There are already reassuring signs 
that the long-term financing facilities 
are having an impact in depth on 
Canadian industry, which could very 
well provide a strong stimulus to fu- 
ture export business. The terms of 
credit approved under this Canadian 
scheme help the exporter to be com- 
petitive with suppliers in other indus- 
trial countries, not to start a credit 
race. This means that the Canadian 
exporter must still compete for busi- 
ness on a price basis. The encourag- 





ing signs referred to concern greater 
efforts by exporters, greater realism 
in their international bids, greater 
success in winning orders on price 
competition, and greater procurement 
of components in Canada to meet the 
Canadian content rule. The ability 
to compete on credit terms apparently 
has encouraged Canadians to seek 
foreign business and to accept the 
challenge of international price com- 
petition. 


International Financing 

This examination of financing for 
export business has focussed on the 
facilities available in Canada for Can- 
adians. The emphasis has been on 
the suitability and adequacy of those 
facilities. This is because credit com- 
petition has become one of the major 
factors in international trade. In the 
past this was not so in the same sense 
as today. International long-term 
credit in the past was related to fi- 
nance not commerce, for borrowing 
countries raised loans against their 
own bonds and used the proceeds to 
make cash purchases of required 
goods and equipment, as dictated by 
multilateral price competition. To- 
day, international credits are mostiv 
channeled through official agencies, 
the creatures of national governments 
or international organizations. 

Generally, each country provides 
only for its own exporters. In the 
United States, the Export-Import 
bank of Washington has been a ma- 
jor supplier of credit to the world, but 
always on a tied loan basis, i.e. with 
the proceeds of all loans reserved for 
purchases in the United States. The 
Development Loan Fund started busi- 
ness as an American agency granting 
both hard and soft loans on an un- 
tied basis, but the pressures of an un- 
favourable balance of payments 


changed that, and today all loans are 





156 





tied to purchases in the U.S.A. 
European countries and Japan have re- 
joined the ranks of real creditor coun- 
tries only in recent years and natural- 
ly seek to aid their own industries and 
exporters in competition with Ameri- 
can suppliers, so they too provide in- 
creasingly liberal financing facilities 
on a tied basis. 

There are, however, a few inter- 
national sources of financing that still 
allow Canadian businessmen to quali- 
fy in world competition for participa- 
tion in the foreign projects financed. 
The World Bank is the prime sur- 
vivor among the suppliers of open in- 
ternational financing. Canadian busi- 
ness has been done to a value of $135 
million under World Bank loans. The 
new affiliate of the World Bank, the 
International Development Associa- 
tion, is following the same open-use 
credit policy. Opportunities might 
exist for Canadian business through 
the credits issued by the equally new 
Inter-American Development Bank, 
but Canada is not a member of this 
Pan-American agency and cannot ex- 
pect to share much in its benefits. 


One very important distributor of 
United States financial aid, the Inter- 
national Cooperation Administration, 








If a man’s after money, he’s money-mad; if he keeps it, he’s a 
capitalist; if he spends it, he’s a playboy; if he doesn’t get it, he’s a 
neer-do-well; if he doesn’t try to get it, he lacks ambition. If he 
gets it without working for it, he’s a parasite; and if he accumulates 
it after a lifetime of hard work, people call him a fool who never 
got anything out of life. 
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is still operating free of the buy- 
America rule. Every year Canadian 
exporters of a wide variety of goods, 
including newsprint, wood pulp, steel, 
base metals, chemicals and machin- 
ery, sell sizeable orders against ICA- 
financed letters of credit to many 
countries in the world. 


Credit v. Quality and Price 


Financial credits are the lubricant 
that keeps business abroad moving, 
whether through Canadian financing 
or international financing. However, 
business success cannot be built on 
the competitive underpinning of 
credit facilities alone. International 
institutional financing gives open op- 
portunity for all suppliers on an equal 
basis. National facilities can be and 
have been established to place the 
Canadian doing business abroad on 
an equal footing with foreign com- 
petitors, but it is only an equal foot- 
ing at the best, and others soon 
match these facilities. Important as 
credit competition is, the key to suc- 
cess in doing business abroad must 
come back to competitive strength in 
quality and price. Thus the ultimate 
challenge rests with Canadian busi- 
ness even after the government and 
the banks have given full support. 


— Victor OLIVER 
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FOR THE 


SMALLER COMPANY 


Preparing for Budgetary Control 


JOHN R. HEARN, C.A. 








THE COMPANY which is adopting bud- 
getary techniques for the first time 
will find many hurdles to surmount, 
not the least of which can be the 
task of convincing management of the 
advantages to be gained. Equally im- 
portant, however, is the necessary 
planning and preparatory work. Al- 
though this holds true regardless of 
the size of the organization, this article 
will deal primarily with the problems 
of the smaller company having an 
annual sales volume, say, in the 
$1,000,000-$5,000,000 range. 

One of the main criticisms levelled 
at executives in these companies is 
that they give insufficient thought to 
planning for future operations. Few 
projects in our modern world can be 
performed efficiently without plan- 
ning in advance, and the operation of 
a business is no exception. Budgetary 
control is merely a method of overall 
business planning, which has proved 
to be most successful in practice. Un- 
fortunately, this technique is rarely 
used to full advantage (if, indeed, 
at all) in the smaller companies. 


All accountants', whether in com- 


1 Throughout this article the term “account- 

ant” is used to indicate the senior staff 
member responsible for the accounting 
function of the business. 


merce, industry, or the profession, 
have an obligation, in their capacity 
as advisers to management, to encour- 
age the development of management 
controls. An effective way in which 
this can be done is by promoting the 
installation of budgetary control. Ex- 
ecutives in small companies frequent- 
ly express the opinion that budgetary 
control is “too expensive for us” or “ol 
little value except in large businesses”. 
As a general rule, these opinions are 
far from correct, and accountants 
should be well equipped to scotch 
them. 


Theory of Budgeting 

Accountants should be familiar with 
the theories of control through bud- 
gets. These are based, broadly speak- 
ing, on the assumption that each sec- 
tion or department of a_ business 
should be supervised by a particular 
staff member and that he should be 
prepared to account to management 
for what happens in his section. 

If this thinking is carried one stage 
further, it is logical to expect each 
supervisor to plan ahead for the oper- 
ations of his section, and later, if 
necessary, to explain why results have 
not been in line with the plan. Thus, 
budgetary control can be described 
simply as (1) a comprehensive plan, 
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projecting the operation of all sections 
of a business for the next business 
period, and (2) the use of these 
projections to measure actual per- 
formances and indicate corrective 
action, where necessary. (This is 
often referred to as management by 
exception. ) 

The above comments over-simplify 
the theories behind budgetary con- 
trol, but they do point up the fact 
that these theories are consistent with 
the following two widely accepted 
principles of business management: 


1. Managers should work through 
people, achieving efficiency and 
control by the delegation of clear- 
ly defined responsibilities, there- 
by promoting greater interest by 
subordinates in their jobs. 


bo 


All projects of any importance 
should be planned ahead in detail, 
the plans then being used to assess 
actual performances. (Nothing can 
be of greater importance to man- 
agement than the course which 
the business is likely to run in the 
future. ) 


Organizing for the Budget 

Many companies commence a bud- 
getary control installation which 
“never gets off the ground”, because 
they fail to appreciate that a major 
program of work is involved. This 
work is in addition to the daily tasks 
of running the business, and falls 
mainly on the top management group 
in a small company. A successful in- 
stallation is unlikely unless manage- 
ment recognizes these facts and plans 
accordingly. 
Management Enthusiasm — It is es- 
sential for top management to com- 
municate its enthusiasm for the plan 
to all supervisory staff. If manage- 
ment is behind the plan, the super- 
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visors will usually follow. In prac- 
tice, the president of the smaller busi- 
ness often says “We will have budget- 
ary control”, and thereafter forgets all 
about it. He has probably discussed 
budgets, in general terms, with other 
executives, but is often unaware of 
the preparatory work necessary. Per- 
haps he is vague about the ways in 
which he will use the budgets and the 
advantages to be expected from them. 


In these circumstances, the account- 
ant usually attempts to carry out man- 
agement’s directive, but meets with 
opposition from other key staff. These 
people are unaware of the objectives 
and advantages of budgeting, and 
since they are not being “pushed” by 
the president, they see little need for 
the extra work required of them. 

Top management's active coopera- 
tion, as well as verbal enthusiasm, is 
essential to the success of a budget- 
ary control program. To achieve 
this, the accountant should make 
every effort to ensure, before the in- 
stallation begins, that the entire top 
management group realizes how 
much work is involved. It is also 
wise, at this point, to emphasize that 
few businesses achieve maximum 
benefits from budgets in the first few 
years until experience in using them 
has been gained. 

Unless it is apparent that manage- 
ment is prepared to give full enthusi- 
asm and cooperation to the plan, and 
has an appreciation of the problems 
and work entailed, the accountant 
would be advised to consider recom- 
mending deferment of the program. 
The alternative would probably be 
what his colleagues in the company 
might derisively refer to as “an ac- 
countant’s budget”. 

Internal Communications — One of 
the major advantages of an effective 
system of budgetary control is that it 
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promotes cost consciousness in staff 
throughout the company. It follows 
that where internal communications 
are good, cost consciousness should 
develop quickly. 

An early step should be an an- 
nouncement by the president to all 
members of the staff. He should out- 
line briefly the objectives of the pro- 
gram and clearly communicate man- 
agement’s enthusiasm. He should re- 
quest the full cooperation of all, leav- 
ing no doubt that management is 
fully behind the plan and intends to 
see it completed successfully. 


The essential follow-up to this an- 
nouncement usually takes the form of 
further help and explanations being 
given to supervisors by the account- 
ant. It should be remembered that 
supervisors as well as management 
must be “sold” on budgeting if opti- 
mum results are to be achieved. These 
employees must participate in the 
preparation of budgets applicable to 
their departments or sections if they 
are to accept and use them. Time 
spent at this stage, clarifying any mis- 
conceptions which they may have, 
will pay worthwhile dividends later. 


Budget Committee — It is frequent- 
ly found advisable to form a budget 
committee, to take full responsibility 
for planning and installing the bud- 
getary control program. In a smaller 
business, the committee should, pre- 
ferably, include the president, sales 
manager, production manager (if ap- 
propriate ) and accountant. 

The accountant will normally carry 
out a large proportion of the work in- 
volved, and must often supply the 
spark necessary to keep the program 
moving. Having the other top execu- 
tives participate in all important as- 
pects of the program, however, will 
help to produce a sound budget, and 
should serve as a safeguard against 


the “accountant’s budget”, mentioned 
earlier. 


The committee should meet regu- 
larly throughout the installation peri- 
od to study all problems arising, and 
to ensure that the work is progress- 
ing satisfactorily. It is recommended 
that these meetings be conducted on 
a fairly formal basis, with agendas 
and minutes. In this way, wasted time 
will be kept to a minimum, and mem- 
bers will be more likely to retain their 
early enthusiasm. 


Installation Program 


Having made the decision to instal 
budgets, informed the staff of this de- 
cision, and established a budget com- 
mittee, the company can commence 
detailed planning work for its first 
budget. 

The committee’s terms of reference 
are to design and instal the most suit- 
able system of budgetary control. Be- 
fore preparation commences, how- 
ever, a timetable should be drawn 
up, detailing all steps to be covered. 
It should show starting and complet- 
ing dates for each step and should in- 
dicate the committee member respon- 
sible for it. It must include all the 
necessary preliminaries as well as the 
preparation of budgets for individual 
departments or sections. A timetable 
of this sort will act as a useful check 
list for the committee, and should pre- 
vent any important planning steps 
being missed. 

Where the company has not used 
budgets before, a number of most im- 
portant items will usually have to be 
reviewed before budgets are pre- 
pared. These items are mostly “one- 
time” only. That is to say, they should 
not require detailed consideration in 
subsequent years. Nevertheless, they 
are key points in the first budget. 
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The most important of these are dis- 
cussed below. 


Organization Structure — Many small 
and medium-sized businesses have 
grown from one-man operations in a 
period of a few years. It is not un- 
usual to find that such businesses 
have paid little attention to the 
theories of organizational planning. 
Areas of responsibility may not be 
clearly defined, and supervisory staff 
may not be sure just where their 
authority begins and ends. 


As stated earlier, the theory of con- 
trol through budgets is based on the 
contention that supervisors can be 
made accountable for the results and 
costs in their sections. It is obvious 
that if this is to work, all supervisors 
must know and accept their areas of 
responsibility. Therefore, the com- 
mittee should review the existing or- 
ganization structure in detail, defining 
all areas of responsibility clearly. 
Consideration should be given to pre- 
paring job descriptions for any im- 
portant positions where misunder- 
standings seem possible. 

Some complex problems are likely 
to be encountered in reviewing the 
organization structure, particularly 
where one or other of the top execu- 
tives has an unusually strong char- 
acter. Where this is so, it is common 
to find such an executive exercising 
control over sections of the business 
which do not logically fall under his 
command. 

Handling organizational problems 
requires the utmost tact. In extreme 
cases it may be necessary to com- 
promise, although, if maximum bene- 
fits are to be gained from budgeting, 
the principles of sound organization 
should not be bent too far. The com- 
mittee must make sure that any ap- 
proved changes are communicated to 
all concerned. 








Type and Extent of Budgets — Bud- 
getary control is a technique which 
must be tailored to the needs of each 
business, and there is no standard 
system suitable in all cases. Ideally, 
the program should include all im- 
portant aspects of the business’s oper- 
ations, but the committee may decide 
to restrict it to certain areas. A de- 
cision must be made on the extent 
and type of budgets before detailed 


planning can commence. 


The advantages to be gained from 
an overall budget are usually sufficient 
to justify the work involved. An over- 
all budget would include: 


1. Departmental budgets which, 
when consolidated, project operat- 
ing profits or losses for the period. 


2, Estimate of capital expenditures. 
3. A cash flow forecast. 


There are many types of budget in 
use, each with its own advantages and 
disadvantages. These can be cate- 
gorized broadly as fixed, seasonal and 
flexible budgets. When deciding on 
the type of budget to be used, the 
committee must take into account such 
matters as monthly or seasonal varia- 
tions in business volumes. It is also 
necessary to bear in mind the end use 
of the budgets. Normally, the aim in 
the smaller business will be to design 
a budget structure which will provide 
both a long-range plan, and a short- 
term, month-to-month control tool. 


The above matters necessitate con- 
sideration of the budget period. The 
smaller business, preparing budgets 
for the first time, will usually find its 
fiscal year convenient. Many com- 
panies review budgets each quarter. 
This procedure is certainly advisable 
during the first few years of the in- 
stallation of a budget program. 


Reporting the Operating Results — 
An earlier step in the program was a 
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review of the organization structure. 
It follows that the reporting structure 
(accounting statements of operating 
results) must next be reviewed to 
bring it into line with the organiza- 
tion. Consideration must also be 
given to how variances are to be re- 
ported. 


Operating reports should follow the 
organization structure, a report being 
prepared for each important area of 
responsibility. Care should be taken 
to ensure that, as far as possible, in- 
formation shown on each individual 
report is restricted to items over 
which the particular supervisor has 
control. The accountant should re- 
sist the common request of manage- 
ment to spread indirect expenses 
among various departments on arbi- 
trary bases. Such allocations usually 
result in supervisors losing interest in 
budgets, and their value as an oper- 
ating control being nullified. 


The accountant will be heavily in- 
volved in report design, but he must 
make sure that other committee mem- 
bers take part, particularly on re- 
ports covering their own sections of 
the business. There is a natural tend- 
ency among accountants to design re- 
ports in the form which they prefer, 
and to use a certain amount of ac- 
counting jargon. Like “accountant’s 
budgets”, such reports are quickly dis- 
counted by operating staff. To avoid 
this pitfall, the reports should be 
drafted in simple, practical terms and 
aimed at the supervisors who are to 
use them. 


Special attention should be given 
to the way in which variances are re- 
ported. One of the major objects of 
budgetary control is to find out how 
far actual results have differed from 
the budgets. Thus, the reports should 
indicate these variances clearly. It is 
common, in practice, to find that 


s 


supervisors disagree with accountants 
on what is the best way to report 
variances. The rule is: design the re- 
ports to suit the supervisors. 

The importance of design cannot 
be overstated. Here again, we are 
dealing with a form of internal com- 
munication. Many soundly prepared 
budgets and budgetary control pro- 
grams have failed because the reports 
did not communicate their message 
simply and clearly to the supervisors 
who could influence costs. 

The person designing the reports 

can pick up many worthwhile points 
from these supervisors. It is, there- 
fore, advisable for him to discuss the 
drafts with them. He should not hesi- 
tate to change his ideas to suit theirs, 
provided no important principles are 
compromised. The final step, of 
course, will be to have the committee 
examine and approve the draft re- 
ports. 
Chart of Accounts — Once the organ- 
ization and reporting structures have 
been revised to the satisfaction of the 
budget committee, it will most prob- 
ably be necessary to make changes 
to the existing chart of accounts. This 
is another duty which naturally falls 
to the accountant, but it should not 
be too onerous. It is usually fairly 
simple to draw up a revised chart of 
accounts once the reports have been 
designed. 

Care should be taken to see that all 
persons responsible for coding any 
type of accounting document are in- 
formed of the changes. This is a good 
time to make sure that account de- 
scriptions are available and correct. 
Accounting Methods — Changes in re- 
port design may necessitate revisions 
to accounting methods if the informa- 
tion required by the operating person- 
nel is to be supplied. For example, an 
improved method of cost accounting 
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may be required. Any such new 
procedures must be designed, and ex- 
plained to the staff, in time to co- 
incide with the introduction of the 
budgets. 

Budget Questionnaires — As has been 
stated, it is essential for operating 
supervisors to participate in the prep- 
aration of their budgets. To assist 
them in their estimates, budget ques- 
tionnaires should be prepared for 
them to complete. The committee 
should give careful consideration to 
the design of these, ensuring that they 
are simply worded and easy to fill out. 
It may be necessary to give detailed 
descriptions of each cost and revenue 
category on the questionnaire. Many 
companies provide space on ques- 
tionnaires for “maximum”, “minimum” 
and “expected” estimates. This is a 
good procedure to follow in the first 
budget. 


It is usually found helpful if com- 
parative figures for a number of pre- 
vious years are given. Any known 
changes in prices, volumes, manu- 
facturing methods, economic condi- 
tions, etc., which may affect a par- 
ticular department, should be clearly 
stated in the questionnaire for that 
department. A space should be left 
for remarks, and the supervisors 
should be encouraged to use it. 

The accountant will be responsible 
for the bulk of the work necessary in 
designing the questionnaires and as- 
sembling the comparative figures. He 
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must ensure that a questionnaire has 
been designed covering every area of 
responsibility in the business. He 
must also make sure that there is ade- 
quate internal communication where 
one department's estimates depend 
upon those of another. No effort 
should be spared in ensuring that 
supervisors thoroughly understand the 
requirements of the questionnaires. 


Conclusion 


This article has purposely avoided 
detailed reference to preparing bud- 
gets for individual departments. In- 
stead, the emphasis has been on the 
need for detailed planning before 
work begins on these budgets, and 
the importance of obtaining the en- 
thusiasm and participation of staff at 
all levels. 


It is apparent that a large propor- 
tion of the planning work necessary 
will fall upon the accountant. He 
should not shirk this responsibility, 
since it will give him, perhaps for the 
first time, an excellent opportunity to 
contribute to management planning. 

Once the preparatory work has 
been completed, the development of 
the budgets for the various depart- 
ments should proceed relatively 
smoothly. The committee will, of 
course, be responsible for reviewing 
and approving the final budget. Bud- 
gets achieve little by themselves. To 
be of value, they must be used by 
management for control purposes. 
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Line-Staff Relationships 


JOHN M. HAMILTON 


THE PROBLEM of line and staff rela- 
tionships arises because of the im- 
mensity of human knowledge and the 
limitations of the single human indi- 
vidual. The problem could be avoid- 
ed if the people responsible for the 
main work of the company, usually 
those who make and sell the product, 
could stay abreast of all the tech- 
niques that are now, or might some- 
time in the future, be essential to 
maintaining the company’s competi- 
tive position. Obviously, the time has 
long since passed when this can pos- 
sibly be so. Every day new knowl- 
edge is being discovered and develop- 
ed into practical techniques, many of 
which will be commonplace in to- 
morrow’ industry. For example, 
special qualities, hardness for one, can 
be given to metals by exposing them 
to certain kinds of radio-activity. 
Some day, many plants may be using 
this technique. Since it is unreason- 
able to expect plant managers or pro- 
duction superintendents to keep in- 
formed on this kind of development, 
it is essential to provide this and 
many other kinds of specialized 
knowledge to the line people. How 
can this best be done? 

One way is by means of the “mul- 
tiple boss” system. Each specialist 
gives orders to the operating manage- 


ment with respect to his specialty. 
The result is a continual erosion of 
the power and sense of responsibility 
of the operating management. 

A much more satisfactory way is to 
regard the line man as being solely 
responsible for doing the main work 
of the organization in the prescribed 
time, of the prescribed quality and 
at a competitive cost, and to provide 
him with specialized advice and as- 
sistance in a way that does not re- 
lieve him of this responsibility. To 
do otherwise is to let him off the 
hook. Responsibility for success or 
failure can never be clearly establish- 
ed, and the great game of finger 


pointing begins. 


Differences in Responsibility 

This is a central point of this article. 
The line men are responsible for re- 
sults, the staff men for seeing that 
the organization is not left behind 
in all the relevant special fields. 
The staff people are responsible for 
achieving this result without giving 
the line men reason to believe that 
they are no longer responsible for the 
results themselves. This is a tall or- 
der, and it will be some comfort to 
the reader to be assured that the ob- 
jective is forever sought but never 
perfectly achieved even in the best of 
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companies. Because staff relationships 
are constantly changing as knowledge 
and techniques proliferate, and be- 
cause staff work requires skills that 
are not easily developed and attitudes 
which in many ways are against hu- 
man nature, completely effective co- 
operation of line and staff people is 
seldom achieved. 


There are always some staff people 
who are frustrated and unhappy be- 
cause they cannot seem to get any- 
thing done. They feel that they are 
unimportant because they have no au- 
thority to issue orders to line people. 
The old-fashioned plant superintend- 
ent recently given a staff assignment 
is a pathetic and slightly ludicrous 
figure in his air-conditioned office, 
miles from the sweat and grease and 
noise of the plant he knows and loves 
so well. He is often a dead loss to the 
company which sought to reward him 
for his efforts on its behalf and at 
the same time to bring the other pro- 
duction operations up to the level of 
efficiency he achieved in some par- 
ticular aspect of his former work. 


There are also some line people 
who regard staff people as wasteful 
overhead, as interfering busy-bodies 
and credit snatchers. They resent be- 
ing expected to devote time and effort 
to projects that seem to be important 
only to the staff men when really im- 
portant problems — things the boss 
wants done — are demanding atten- 
tion elsewhere. There will always be 
such staff people and line people, but 
they should not be too numerous in 
any one company at any one time. 


Line and Staff Cooperation 
Effective and harmonious line and 
staff relationships depend upon the 
correct distinction between line and 
staff work, careful selection and train- 
ing of staff people, proper preparation 
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of the ground before the staff man 
begins a project, and an appreciation 
of the social as well as the technical 
problems involved in every staff 
assignment. 


Mr. Louis A. Allen in his book 
“Management and Organization”, pub- 
lished by McGraw-Hill in 1958, states 
the reasons for the distinction be- 
tween line and staff men as follows: 
“Differentiation between line and staff 
men is necessary to provide special- 
ized functional assistance to all man- 
agers, to ensure adequate checks and 
balances, and to maintain account- 
ability for end results.” 


The first step then is to decide what 
is line and what is staff. Allen says: 
“Line refers to those positions and 
elements of the organization which 
have responsibility and authority and 
are accountable for the accomplish- 
ment of primary objectives. Staff 
elements are those which have re- 
sponsibility and authority for advice 
and service to the line in the attain- 
ment of objects.” 


Even with the most careful organi- 
zation of work into line and staff 
categories, the problem of achieving 
results efficiently remains. As long 
as staff work involves the perform- 
ance of service functions that do not 
affect the line work very much, there 
is little trouble. If these services are 
not performed well, the line work suf- 
fers but not seriously, and the line 
people are usually willing to leave 
this kind of work to the staff people. 


When staff work does affect the 
line operations, the staff man needs 
a sound practical appreciation of his 
rights and obligations and those of 
the line man with whom he is work- 
ing. For example, a cost accounting 
supervisor in the Ford Motor Com- 
pany was convinced that segregation 
of costs between the Ford and Mer- 
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LINE-STAFF RELATIONSHIPS 


cury lines could only be achieved 
satisfactorily by reorganization of 
some production departments. He 
found himself quite unable to achieve 
the objective by advising or recom- 
mending that the line people make 
the required change. Even when he 
was able to demonstrate that the re- 
organized departments would operate 
as efficiently as before, the produc- 
tion people concerned were unwilling 
to make the change and were indig- 
nant at the very idea. This problem 
could only be resolved by presenting 
it to the line supervisor of both func- 
tions, a very high official indeed! He 
alone could judge whether the in- 
creased accuracy in costing was worth 
the cost and trouble involved. Even 
more important, no one less senior 
had the authority to settle such a 
question. A staff man may prove his 
point with beautifully documented 
studies, but he cannot force his deci- 
sions on the line man. The latter 
must be held responsible for the re- 
sults. 

The staff man must make sure that 
he is working on a problem of real 
concern to the line people. It can 
be taken for granted that line people 
will not be prepared to spend time 
and effort on problems simply be- 
cause the staff man says they are im- 
portant. On the other hand, it would 
be wasteful for staff people to remain 
idle until the line people involved re- 
cognized the problem and invited the 
staff man to deal with it. 


Solution to Line Resistance 

The solution is simple in concept 
if not in execution. The staff man 
must make sure that the line people 
do recognize the problem and, even 
more important, want to do some- 
thing about it. Sometimes the staff 
man can achieve this by talking to 
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the line men and showing them the 
evidence. Often the line men know 
the problem exists but are too busy 
with more urgent problems. The job is 
to convince them that the job should 
be done now. For this task it is al- 
ways helpful and often essential for 
top management to pave the way for 
the staff man. This can be done by 
putting pressure on the line to im- 
prove performance in the area with 
which the staff man is concerned. 


The author was recently engaged 
on a staff assignment with the object 
of reducing inventories throughout 
the company to the lowest levels 
that could be maintained with 
efficient operations. He found him- 
self welcome wherever he went, and 
two or three locations were compet- 
ing for his time. The line people 
concerned were quite willing to un- 
dertake studies which undoubtedly 
took time from the essential work of 
production. Yet on other occasions 
the author had been presented with 
an almost impenetrable reluctance to 
come to grips with assignments 
which to the staff man, at least, 
appeared just as important. Why 
the difference now? The reason was 
that top management, in monthly 
meetings with the operating man- 
agers, had been exerting a relentless 
pressure on operating people to keep 
inventories to a minimum both to con- 
serve cash and to minimize the risk 
of obsolescence at a time when de- 
mand was particularly hard to pre- 
dict. 


The moral is clear. If the line 
people know that they have a prob- 
lem and that their superior wants 
them to solve this problem now, at 
the expense, if need be, of some pro- 
gress in other directions, they will 
gladly accept the help of a staff man. 
As Mr. Churchill used to point out 
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in justification of his wartime alliance 
with the Russians, when you are fight- 
ing for your life with your back to 
a wall, any man who will fight at 
your side is a friend. On the other 
hand, if the staff man keeps insisting 
inventories are too high while top 
management is complaining about 
frequent shutdowns for lack of ma- 
terials or that customers are unable to 
get replacement parts fast enough, the 
staff man is not likely to get anything 
much accomplished. If the support 
of top management cannot be enlisted 
for a staff assignment, there is a good 
chance that the assignment is a waste 
of time. 


Channels of Communication 


A proper approach to the people 
with whom the staff man must work 
is helpful. Should all communica- 
tions follow lines of authority up to 
the top of each functional area and 
down again, or is it permissible to go 
direct to the man who knows what 
the staff man wants to know? 


There is a wide variety of prac- 
tices with respect to channels of con- 
tact, and the man in a new situation 
must go carefully. However, a neat 
rule is as follows: 


Contacts between all units of the 
organization should be carried out 
in the most direct way consistent with 
good sense. In making contacts 
beyond the lines of responsibility and 
authority on the chart, it should be 
the duty of each member of the or- 
ganization to keep his senior inform- 
ed on all matters considered import- 
ant to the senior. The following mat- 
ters are indicative of those generally 
considered important: 


1. Any matters on which his senior 
may be held accountable by those 
senior to him. 
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Any matters in disagreement or 
likely to cause controversy within 
or between any units of the orga- 
nization. 


3. Matters requiring advice by the 
senior or his coordination with 
other organization units. 

4. Any matters involving recommen- 
dations for changes in, or variance 
from, established policies and 
other managerial responsibilities. 


The intention of this rule is to make 
it impossible for the staff man to go 
wrong. He simply contacts the man 
he thinks can do the job. It is up to 
the man contacted to decide whether 
his boss should know about it. Each 
manager should give the necessary 
guidance to his subordinates so that 
they know the things he wants to be 
kept informed about. Staff men 
should not be burdened with the re- 
sponsibility of knowing how every 
contact should be initiated. The re- 
sponsibility can be much more effec- 
tively and economically borne by the 
person contacted. 


In practice the rules do not always 
work. Some people do not want any- 
one to contact their subordinates 
without first touching base with them. 
“Consistent with good sense” means 
that you must find out about these 
people before you get in trouble. A 
good practical rule to follow when in 
doubt is that you usually do not con- 
tact anyone very much senior to your- 
self without consulting your boss or 
anyone very much junior to yourself 
with consulting his boss. Once con- 
tact has been established on an 
assignment, you can go direct, but it 
is a good idea to make sure from time 
to time that all concerned are being 
kept informed. Often the simplest 
way is to send copies of all communi- 
cations to the supervisor, with the 
action papers going direct. 
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LINE-STAFF RELATIONSHIPS 


Staff Man a Menace? 

Staff work is concerned with im- 
proving ways of doing things. Noth- 
ing can be improved without imply- 
ing that it is not as good as it should 
be. Sometimes the procedure to be 
improved has been so slack that mere 
inefficiency has been succeeded by 
something worse. 


Thus, the staff man will often ap- 
pear as a threat to those responsible 
either directly or indirectly for pres- 
ent procedures. Naturally, those con- 
cerned will be nervous and uncoop- 
erative. They may make it difficult 
for him to find out what is going on. 
What is the staff man to do when he 
finds everyone is afraid of him? What 
is he to do if it begins to dawn on 
him that the closets are full of a mix- 
ture of dirty linen and _ terrifying 
skeletons? He must from the very 
beginning assure everyone that he is 
concerned with the problem and not 
with personalities. By word and 
deed he must indicate that his interest 
in the past and the present does not 
stem from any desire to expose and 
bring to book past or present offend- 
ers but to find ways of doing things 
better in the future. If he fails in con- 
veying this impression, he will accom- 
plish very little, and what little he 
does do will have to be accomplished 
by force at the expense of morale 
generally, particularly that of the staff 
man himself. 


Management must help the staff 
man to avoid being cast in the role 
of detective, or head-office spy. Puni- 
tive action directed to any of the 
people involved in a study being con- 
ducted by a staff man can be disas- 
trous. If such action is necessary, it 
should be made clear that there is no 
connection. A management appraisal 
system in one large company had to 
be dropped because shortly after the 
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first test appraisal of the managers at 
one plant, two men were fired. The 
plant manager thought the new ap- 
praisal system provided a good oppor- 
tunity to do something he intended to 
do anyway. The plant manager was 
very sternly rebuked, but the apprais- 
al program never got off the ground. 


Instrument of Change 

The staff man must recognize him- 
self as an instrument of change and 
that people are resistant to change. 
The fact that a change will make the 
product cheaper is not enough to en- 
sure that those concerned will cooper- 
ate to bring it about. In fact, the 
natural reaction is that anything that 
will make the product cheaper means 
that someone is going to lose his job 
around here, and it might be me! 
Nor will a guarantee against loss of 
pay or jobs be invariably effective be- 
cause pay and jobs are not the only 
things involved. 

A more subtle but none-the-less 
real cause of resistance to change has 
to do with the non-economic aspects 
of the job. People will not be eager 
to help the staff man to do anything 
that threatens the status relationship 
in the situation. Since such staff work 
often results in changes, are we to 
assume that the job is hopeless? Must 
we simply ram change down people’s 
throats and accept the resulting loss 
of efficiency and damage to morale 
as the price of progress? Fortunately, 
not. Most people will face up to a 
change if they know it is in the best 
interests of the organization, if they 
understand the new technique, if they 
know in advance what the effect of 
the change will be and if they believe 
management will help them to make 
the best possible adaptation to the 
change. 

Professor Paul R. Lawrence of the 
Harvard Business School has made 
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several studies of changing situations 
in an effort to discover why some 
supervisors manage frequent changes 
without any loss of efficiency or any 
deterioration in quality while other 
supervisors are unable to make any 
change without causing output, qual- 
ity and morale to deteriorate. In the 
article “How to Deal with Resistance 
to Change” (The Harvard Business 
Review, May-June 1954), Professor 
Lawrence sums up his findings as fol- 
lows: “The significance of these re- 
search findings, from management's 
point of view, is that executives and 
staff experts need . . . a real under- 
standing, in depth and detail, of the 
specific social arrangements that will 
be sustained or threatened by the 
change or by the way in which it is 
introduced.” 


The words “social arrangements” 
may mean almost anything. In one 
case changes were introduced in a 
slate quarry in the hopes of making 
slate more competitive with composi- 
tion roofing materials which were be- 
coming a serious threat to the slate 
industry. The new process involved, 
among other things, the frequent re- 
moval of the finished product instead 
of leaving it, as before, in neat piles 
for removal after the day’s work was 
done. The satisfaction derived from 
viewing and discussing their own and 
others’ work at the end of the day 
was of real importance to the slate 
splitters, but they did not find it easy 
to say so in the circumstances, and 
their resistance to this change re- 
mained a puzzle to the staff experts 
involved. 


No staff man can be so wise as to 
foresee all the social arrangements 
that may be threatened by a particu- 
lar change. Fortunately, it is only 
necessary to be wise enough to give 
those involved an opportunity to tell 
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what is on their minds. The staff man 
may not be able to bridge the ethnic 
or language barriers that may inhibit 
such communication, but the line man 
on the spot invariably can and will 
tell the staff man what he should 
know if he gets a fair chance. How 
is it done? The secret, according to 
Professor Lawrence, is participation— 
not participation as a “gimmick”, not 
a transparent effort to sell the pro- 
gram to the natives, but real partici- 
pation involving a combined attack 
on the problem with an open mind as 
to ways and means. 


The staff man may know the tech- 
nical aspects of the problem better 
than anyone else, but it should not be 
difficult for him to concede that the 
line man on the spot knows the “so- 
cial arrangements” and other things 
about the local situation that are ab- 
solutely vital to the successful ac- 
complishment of the assignment. 
Once this fact is accepted by the staff 
man, the participation of the line 
people on the spot obviously becomes 
essential, and the staff man will treat 
them accordingly and they will re- 
spond by telling him what he needs 
to know. 


In Summary 


Effective line and staff relationships 
require attention to all of the follow- 
ing points: 

1. Differentiation between line and 
staff is necessary to provide spe- 
cialized functional assistance to all 
managers, to ensure adequate 
checks and balances and to main- 
tain accountability for results. 
The work must be organized so 
that line executives are responsible 
for the accomplishment of primary 
objectives, and staff objectives 
must be achieved without reliev- 
ing the line of responsibility for 
results. 
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4. Staff men must be 


LINE-STAFF RELATIONSHIPS 


3. Staff men do have authority but 


not the authority to issue orders to 
the line. Staff has the authority 
to do all the things that have to be 
done to achieve its legitimate ob- 
jectives. Since there usually is 
not enough time for everything, 
priorities should be negotiated 
with recourse to higher levels as 
required. 

carefully 
selected and trained. It is waste- 
ful, if not impossible, to try to 
transfer some people from line to 
staff and vice versa. 


. The staff man will achieve better 


results if the line is convinced, in 
every case, that the particular staff 
assignment is worthy of support 
at this time. 


. The problem-centred 
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6. Appropriate channels of contact 


should be followed and those con- 
cerned should be kept informed 
of developments. 

approach 
will minimize resistance to investi- 
gations which are likely to embar- 
rass or incriminate the people re- 
sponsible for present procedures. 
The staff man must not be used 
as a policeman. 


. Resistance to change need not be 


an insuperable barrier to progress 
if the staff man, through the par- 
ticipation of the line people on the 
spot, is able to avoid unnecessary 
changes in the social arrangements 
of each specific situation and deal 
fairly with the people concerned 
when change cannot be avoided. 


Walter J. Macdonald Memorial Award 


The Walter J. Macdonald Memorial Award will be given an- 
nually by the firm of Deloitte, Plender, Haskins & Sells for the best 
article written by a member of the Canadian Institute of Chartered 
Accountants and published in The Canadian Chartered Accountant 
during the year. The award carries an honorarium of $500 together 
with a tangible token. 

For the year 1961-62 articles published from August 1961 to June 
1962 inclusive will be eligible. In subsequent years the award will 
cover the period from July to June. The judges will use the same 
criteria that the Editorial Board employs in selecting manuscripts 
for publication: (1) interest to chartered accountants, (2) contribu- 
tion to knowledge and (3) clarity of style. If, in the majority opinion 
of the judges, no entry in any year is considered worthy of the 
award, an honorarium will not be made for that year. 

For this year, articles will be judged by: 

Kenneth LeM. Carter, F.C.A., McDonald, Currie & Co., Toronto. 

Professor Kenneth F. Byrd, C.A., McGill University, Montreal. 

The Editor, The Canadian Chartered Accountant. 








Financial Statements of Unincorporated Businesses 


OFFICIAL RELEASE 


BULLETIN No. 19 


Committee on Accounting and Auditing Research 


Epiror’s Note: An_ explanatory 
statement by R. D. Thomas, director 
of research, concerning this bulletin 
appears in the Accounting Research 
Department on page 177. 


1. In Bulletin No. 14, the commit- 
tee set out what it considered to be 
minimum standards of disclosure in 
financial statements. Although pri- 
marily directed towards businesses 
operated by limited companies, many 
of the recommendations of this pre- 
vious bulletin are equally applicable 
to other business organizations. The 
committee recognizes that there are 
problems arising in statements of un- 
incorporated businesses which are not 
encountered in those of limited com- 
panies and which were therefore not 
dealt with in Bulletin No. 14. These 
special problems arise because an un- 
incorporated business, unlike a limit- 
ed company, is not a separate entity 
from its owners. 


Proprietor’s or Partners’ Personal 
Equity and Liabilities 

2. The assets and liabilities of an 
unincorporated business belong to the 
owners. Thus, the assets of the busi- 
ness are subject to the claims of the 
owners creditors, and the owners’ per- 
sonal assets are subject to the claims 
of the creditors of the business. This 
poses the problem whether it is pro- 
per to express the financial position 
and operating results of an unincorp- 
orated business without taking into 
account the owners’ assets and lia- 
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The 
committee believes that such presen- 
tation is acceptable and is the only 
reasonable method of reflecting the 
financial position and results of op- 


bilities outside the business. 


erations of the business. However, 
the limitations of such financial state- 
ments must be clearly indicated in 
order to avoid misinterpretation of 
their significance. 

3. Accordingly, the committee 
recommends that the financial state- 
ments indicate clearly the name un- 
der which the business is conducted. 
It should also be made evident that 
the business is unincorporated and 
that the statements do not include all 
the assets, liabilities, revenues and ex- 
penses of the owners. Where the pro- 
prietor engages in other business or 
investment activities not included in 
the financial statements, it may be 
necessary to give sufficient details of 
the nature of the business to distin- 
guish it from such other activities. 
The foregoing information may be in- 
cluded in the headings of the financial 
statements or set out by way of foot- 
note. 


Owners’ Salaries and Interest on 
Invested Capital 


4, Earnings of an unincorporated 
business may be considered as salar- 
ies, as interest on invested capital, as 
residual profits or as a combination of 
these. The statement of profit and 
loss of an unincorporated business 
may include charges for salaries to the 
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owners and for interest on invested 
capital, in order to reflect more clear- 
ly the economic costs of the business, 
the specific terms of the partnership 
agreement or for other reasons. These 
charges, however, form part of the 
earnings derived by the owners from 
the business, and the level of such 
charges is at the discretion of the 
owners. 

5. In these circumstances, the com- 
mittee recommends that any allow- 
ances to owners be clearly indicated 
in the statements by showing such 
items separately either in the body 
of the statement of profit and loss or 
in a footnote thereto. If no such al- 
lowances are made in the accounts, 
this fact should be made evident in 
the financial statements. 


Income Taxes 

6. An unincorporated business, as 
such, is not liable for taxes on its in- 
come. While its profits and losses do 
affect the tax liability of the pro- 
prietor or partners, any calculation of 
the owners’ tax liability relating speci- 
fically to the business would be neces- 
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sarily arbitrary as it would be affected 
by factors completely unrelated to the 
operations of the business. 


7. The committee therefore recom- 
mends that no provision for income 
taxes be made in the financial state- 
ments of unincorporated businesses 
and that, to avoid possible misunder- 
standing, such omission be noted spe- 
cifically. This could be done either 
by a footnote to the financial state- 
ments or by expanding the description 
of the net profit or loss in the state- 
ment of profit and loss to indicate 
that this amount is without provision 
for income taxes. 


Statement of Proprietor’s or 
Partners’ Capital Account 

8. The balance sheet and _ state- 
ment of profit and loss for unincorp- 
orated businesses should be accom- 
panied by a statement setting out the 
details of the changes in the owners’ 
equity during the period. This state- 
ment should set out separately contri- 
butions of capital, profits or losses, 
and withdrawals. 


Bulletin No 19 


ETATS FINANCIERS D’'ENTREPRISES NON CONSTITUEES EN 
CORPORATIONS 


1. Dans le Bulletin No 14, le 
comité exposait ce qu'il considérait 
étre les normes minimales de divulga- 
tion dans les états financiers. Bien 
que celles-ci fussent d’abord formu- 
lées 4 Vintention des entreprises a 
responsabilité limitée, plusieurs des 
recommandations de ce _ précédent 
bulletin s’appliquent également a 
dautres formes dentreprises. Le 


comité reconnait qu'il se pose dans la 
présentation des états financiers d’en- 


treprises non constituées en corpora- 
tions des problémes que lon ne 
rencontre pas dans ceux des entre- 
prises 4 responsabilité limitée et dont, 
par conséquent, le Bulletin No 14 ne 
traitait pas. Ces problémes particu- 
liers proviennent de ce qu'une entre- 
prise non constituée en corporation, 
contrairement a une entreprise a re- 
sponsabilité limitée, ne constitue pas 
une entité distincte de ses proprié- 
taires. 
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Avoir et Passif Personnels du 
Propriétaire ou des Associés 


2. Liactif et le passif d'une entre- 
prise non constituée en corporation 
sont le propre des propriétaires. Ainsi, 
les créanciers personnels des proprié- 
taires peuvent faire valoir leurs droits 
sur les actifs de l’entreprise, de méme 
que les créanciers de l'entreprise peu- 
vent faire valoir leurs droits sur les 
biens personnels des _propriétaires. 
Ceci nous améne A nous demander 
sil est correct d’exprimer la situation 
financiére et les résultats d’exploita- 
tion d’une entreprise non constituée 
en corporation sans tenir compte de 
Yactif et du passif propres des pro- 
priétaires en dehors de Ientreprise. 
Le comité croit qu'une telle présen- 
tation est acceptable et qu'elle con- 
stitue la seule méthode raisonnable 
de présenter la situation financiére et 
les résultats d’exploitation de lentre- 
prise. Cependant, la limitation de 
ces états financiers doit étre claire- 
ment indiquée afin déviter toute 
erreur dinterprétation sur leur signi- 
fication. 


3. En conséquence, le comité re- 
commande que les états financiers 
indiquent clairement la raison sous 
laquelle l’entreprise fait affaires. On 
doit aussi faire voir de facon évidente 
que Ientreprise n’est pas constituée en 
corporation et que les états ne tien- 
nent pas compte de tout l’actif et le 
passif ni de tous les revenus et dé- 
penses des propriétaires. Lorsque le 
propriétaire s’occupe d'autres affaires 
ou fait des placements qui ne parais- 
sent pas aux états financiers, il peut 
étre nécessaire de donner assez de 
précisions sur la nature de Ientre- 
prise en cause pour la distinguer des 
autres formes d’activité du proprié- 
taire. Les renseignements ci-dessus 
peuvent figurer dans Ten-téte des 
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états financiers ou étre mentionnés en 
note au bas de ceux-ci. 


Salaires des Propriétaires et Intérét 
sur le Capital Investi 


4. Les profits d'une entreprise non 
constituée en corporation peuvent 
étre considérés comme - salaires, 
comme intérét sur le capital investi, 
comme profits résiduels ou comme 
une combinaison de ces éléments. 
L’état des revenus et dépenses d’une 
entreprise non constituée en corpora- 
tion peut comprendre des imputations 
a titre de salaires des propriétaires et 
dintérét sur le capital investi de 
facon a refléter plus clairement le 
cout économique de Ientreprise, les 
termes particuliers du contrat de 
société ou pour d’autres raisons. Ces 
imputations, cependant, font partie 
des bénéfices que les propriétaires 
retirent de lentreprise et ceux-ci ont 
toute discrétion pour en fixer le ni- 
veau. 


5. Dans ces conditions, le comité 
recommande que toute allouance aux 
propriétaires soit clairement indiquée 
dans les états financiers en présentant 
séparément tout montant de cette na- 
ture, soit dans le corps de l’état des 
revenus et dépenses ou en note au bas 
de celui-ci. Sil n’existe aucune allou- 
ance de cette sorte aux états finan- 
ciers, ceux-ci doivent le faire voir de 
facon évidente. 


Impot sur le Revenu 

6. Une entreprise non constituée 
en corporation n'est pas assujettie, 
comme telle, 4 l'impét sur le revenu. 
Bien que ses profits et ses pertes 


interviennent dans le calcul de 
Timpét a payer du_proprietaire 
ou des associés, tout calcul du 


montant d'impét que les _proprié- 
taires doivent payer relativement a 
lentreprise elle-méme serait néces- 
sairement arbitraire, étant donné qu'il 













































, 1961 


és en 
rét 


» non 
ivent 
ures, 
Vesti, 
mme 
ents. 
une 
ora- 
‘ions 
2s et 

de 
t le 

les 

de 
Ces 
irtie 
ires 
ont 
ni- 


nité 
aux 
uée 
ant 
na- 
des 
bas 
ou- 
an- 


de 


BULLETIN No 19 


dépend également de facteurs en- 
tierement étrangers 4 Yexploitation de 
lentreprise en question. 


7. Le comité recommande par con- 
séquent de ne tenir aucun compte de 
limpét sur le revenu dans les états 
financiers des entreprises non consti- 
tuées en corporations et, pour éviter 
toute erreur d'interprétation, qu'il soit 
fait expressément mention de cette 
omission. On peut faire ceci par voie 
de note au bas des états financiers ou 
en précisant, dans la description de 
la perte ou du profit net a létat des 
revenus et dépenses, que ce montant 
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ne tient aucun compte de l’impot sur 
le revenu. 


Etat des Variations de la Valeur Nette 
(Etat du compte de capital du 
proprietaire ou des associés) 

8. Le bilan et l'état des revenus et 
dépenses des entreprises non consti- 
tuées en corporations devraient étre 
accompagnés d'un état donnant en 
détail les changements apportés a 
Yavoir des propriétaires au cours de 
Yexercice. Cet état devrait indiquer 
séparément les apports de capital, les 
profits ou les pertes et les préléve- 
ments. 
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Accounting Research 


REePorRT ON CAPITALIZATION OF 
InteREST Durntnc CONSTRUCTION 


In October 1960, Mr. Daniel Harris, 
C.A., assistant financial adviser of the 
National Energy Board, posed some 
questions in connection with the cap- 
italization of interest during construc- 
tion by public utility companies. The 
special study group in Calgary which 
had been set up by the CICA Com- 
mittee on Accounting and Auditing 
Research to review the problems of 
accounting in the oil industry was 
asked to comment on Mr. Harris's 
letter. The following is the report of 
the study group. 


At the request of the CICA Com- 
mittee on Accounting and Auditing 
Research, the Oil Research Sub-Com- 
mittee has considered the questions 
raised by Mr. Daniel Harris, C.A., of 
the National Energy Board, in his let- 
ter of October 11, 1960 addressed to 
the Institute, concerning capitaliza- 
tion of interest during construction by 
public utility companies. 

At a meeting of the sub-committee 
on February 20, 1961, a brief was pre- 
sented defending the practice of cap- 
italizing interest on equity funds dur- 
ing construction. In the discussion 
which followed it was apparent that a 
majority of the members of the sub- 
committee considered that the capit- 
alization of interest on equity funds 
during a construction period by a 
public utility company is a generally 
accepted accounting principle. 
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It was agreed that a report should 
be prepared setting forth our reasons 
for believing that the practice of cap- 
italizing interest on equity funds dur- 
ing construction by a public utility 
company is generally accepted but 
that no consideration would be given 
to the actual rate of interest used in 
following the practice, nor would any 
consideration be given to the appli- 
cation of the practice to companies 
engaged in the exploration for and 
production of oil and gas. 


The Report 
Introduction 


It is a generally accepted account- 
ing principle that interest actually 
paid during a construction period is 
properly capitalized. It is a common 
practice in the United States for pub- 
lic utility companies to capitalize in- 
terest on their equity funds used dur- 
ing a construction period. This prin- 
ciple has been accepted in the United 
States by the various Commissions 
and Boards constituted to regulate 
various types of utilities. For example, 
the instructions laid down by the 
Federal Power Commission in its uni- 
form system of accounts prescribed 
for natural gas companies state that:— 
“Interest during construction’ _ in- 
cludes the net cost for the period of 
construction of borrowed funds used 
for construction purposes and a rea- 
sonable rate on other funds when so 


used.” 
While there appears to be no ques- 
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tion of the acceptance of the prin- 
ciple in the United States, the purpose 
of this report is to consider the legal- 
ity and acceptance of it in Canadian 
practice. 

It is proposed to deal with the 
problem under the following head- 
ings: 

(1) Acceptance under various Com- 
panies Acts. 

(2) Acceptance by Canadian Public 
Utility Commissions. 


(3) Acceptance by the National En- 
ergy Board of Canada. 

(4) Acceptance by the public ac- 
counting profession in Canada. 


Companies Act 

The Companies Act 1948 of Eng- 
land, which consolidates the 1929 and 
1947 Acts, grants a company power 
to pay interest out of capital where 
the payment is authorized by the 
company’s articles or by special reso- 
lution and it is sanctioned by the 
Board of Trade. Section 65 of the 
1948 Act reads as follows: 


“Where any shares of a company 
are issued for the purpose of raising 
money to defray the expenses of the 
construction of any works or build- 
ings or the provision of any plant 
which cannot be made profitable for 
a lengthened period the company may 
pay interest on so much of that share 
capital as is for the time being paid 
up for the period and subject to the 
conditions and restrictions in this sec- 
tion mentioned, and may charge the 
sum so paid by way of interest to 
capital as part of the cost of construc- 
tion of the work or building, or the 
provision of plant.” 

Exactly similar provisions appear in 
the Alberta Companies Act (section 
115), which authorizes the Lieutenant 
Governor to allow a rate of interest 
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not exceeding 7%, and the British Co- 
lumbia Companies Act (section 128). 


Accordingly, the payment of inter- 
est on equity funds during a construc- 
tion period would appear to be well 
established in law. 


Canadian Public Utility Commissions 


Similarly it would appear that cap- 
italization of interest on equity funds 
during a construction period has been 
accepted by various Canadian public 
utility commissions. 

The Public Utilities Board of Mani- 
toba under date of November 14, 
1960, in connection with the applica- 
tion of Plains-Western Gas & Elec- 
tric Co. Ltd., Brandon, for an increase 
in rates stated: 

“The rate of interest during con- 
struction has been included in the 
Company’s presentation of its rate 
base at 74%. This rate is in excess 
of the actual costs of the capital em- 
ployed in the construction of the plant 
and although the Board is not dispos- 
ed to limit the rate of interest allowed 
during the construction period to cost 
of prime capital, it does hold to the 
view that the rate should be no more 
than the composite rate of all the 
capital actually employed. This in- 
cludes an allowance for a return suffi- 
cient tc service an appropriate pro- 
portion of equity capital. The Board 
is cognizant of the fact that the prop- 
er rate to be applied in the computa- 
tion of the economic cost of interest 
during construction should be close- 
ly related to the cost of money obtain- 
ing at the time of the construction 
and that the rate may well vary from 
time to time. The computed rate ap- 
plicable to the Brandon plant is in 
the judgment of the Board 7% and the 
rate base has been adjusted ac- 
cordingly.” 

The same company applied to the 
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Board of Public Utility Commission- 
ers of Alberta in 1957 for an increase 
in rates, and in its decision dated May 
15, 1957 that Board stated: 

“It is well established practice that 
interest during construction is a com- 
ponent of cost admissible for rate base 
purposes. The method of calculation, 
however, may vary depending upon 
the circumstances. 

The Board finds that the rate of in- 
terest paid by the company during 
the period under review was 5%. The 
Board also finds that construction was 
commenced in June of 1954 and the 
system was completed and natural gas 
commenced being delivered to the 
town on November 4th, 1954. 


In calculating the amount of in- 
terest properly allowable as a cost 
component of the transmission and 
distribution system the Board has al- 
lowed the rate of 5% on an estimated 
cost of $286,937.10 for a five-month 
period (June 1954 to November 4th, 
1954), the resulting amount allowable 
for interest during construction being 
$5,977.86.” 

The Board of Transport Commis- 
sioners for Canada has earlier express- 
ed itself on this matter. In its deci- 
sion dated October 22, 1952 for ap- 
proval of increased rates and charges 
of British Columbia Telephone Com- 
pany, the Board stated: 


“When plant is under construction, 
there is a cost to the company of hav- 
ing its own or borrowed money in- 
vested in facilities which during this 
construction period are non-produc- 
tive of revenues. This actual and 
legitimate cost incurred during con- 
struction may be recovered in either 
of two ways: briefly, it may be charg- 
ed as an expense to operations in the 
year in which it occurs, or it may be 
capitalized and charged off over a 
period of years. 
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“Capitalizing interest during con- 
struction is a recognized practice, 
particularly in the field of public 
utilities. It is often a requirement of 
utility accounting in the United 
States and is observed by many utili- 
ties in Canada including some which 
come under the jurisdiction of this 
Board.” 

In 1954 the British Columbia Elec- 
tric Company Ltd. was awarded a 
rate of return of 64% by the Public 
Utility Commission of British Colum- 
bia and in conjunction with this 
award was allowed to capitalize in- 
terest on all funds used during con- 
struction at the same rate. 


National Energy Board of Canada 


The uniform classification of ac- 
counts for the gas pipeline companies 
approved by the National Energy 
Board of Canada in January, 1961 
provides for the capitalizing of inter- 
est during construction. Account No. 
497 in this classification reads as fol- 
lows: 

“This account shall include interest 
during construction which is charge- 
able to plant accounts. It is at the 
option of the company whether or 
not interest during construction shall 
be capitalized. Where interest dur- 
ing construction is capitalized the 
relative amounts shall be charged to 
this account and concurrently credited 
to account No. 324 ‘Interest during 
construction (credit)’. 


“Amounts capitalized prior to the 
prescribing of this classification, un- 
less they have already been pro-rated 
over the appropriate gas plant ac- 
counts, shall be included herein. (See 
general instructions, Section 14). Af- 
ter prescribing of this classification 
the interest rate applied shall be bas- 
ed on a reasonable allowance for the 
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use of funds expended during the con- 
struction period. 

“Note — The company may, at its 
option, close out this account by pro- 
rating the amounts in the account to 
the appropriate gas plant accounts.” 


Public Accounting Profession 
As indicated earlier, the practice of 

capitalizing interest on equity funds 
during a construction period is a gen- 
erally accepted accounting principle 
in the United States. It would also 
appear that the practice is generally 
accepted by the larger accounting 
firms in Canada based on the annual 
reports of the following companies 
and the reports of their auditors: 

British Columbia Electric Co. Ltd.— 
Price Waterhouse & Co. 

British Columbia Telephone Co. — 
Riddell, Stead, Graham & Hutchi- 
son. 

Plains-Western Gas & Electric Co. 
Ltd. — Deloitte, Plender, Haskins & 
Sells. 

Trans-Canada Pipe Line Co. Ltd. — 
Peat, Marwick, Mitchell & Co. 

Union Gas Co. of Canada Ltd. — 
Clarkson, Gordon & Co. 

Westcoast Transmission Co. 
Clarkson, Gordon & Co. 

The absence of any fundamental 

differences in the conditions sur- 

rounding the construction, financing 
and regulation of public utility sys- 
tems between the United States and 

Canada would seem to justify the 

Canadian practice of adopting the 

principles used in the United States 

relative to the allowance for interest 
during the construction period. 


Ltd.— 


Conclusion 


From the foregoing it is evident, 


that the principle of capitalizing in- 
terest on equity funds during a con- 
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struction period by public utility 
companies has been adopted in law 
by various Canadian public utility 
commissions, the National Energy 
Board and the accounting profession 
in Canada. Accordingly, the under- 
signed are of the opinion that it is a 
generally accepted accounting prin- 
ciple for public utility companies in 
Canada. 


However, it should be pointed out 
that while all members of our com- 
mittee, as is evidenced by their signa- 
tures below, share the opinion ex- 
pressed in the foregoing paragraph, 
there is wide divergence of opinion 
as to the correctness of the accounting 
theory involved. 


Respectfully submitted, 

R. P. Atcer, H. W. Buss, A. G. Burton, 
T. A. M. Garp, D. R. Hacerman, J. G. 
Hvutcnison, F. J. Mair, D. A. McGrecor, 
V. C. Morrison, R. F. Pumurrs, W. K. 
TANNER, R. E. WAtLeER. 


“FINANCIAL STATEMENTS OF 
UNINCORPORATED BUSINESSES” 


Bulletin No. 19, “Financial State- 
menis of Unincorporated Businesses”, 
released in July 1961 attempts to pro- 
vide guidance in an important area 
of business to which not enough at- 
tention has been given in the past. 
In Bulletin No. 19, the Accounting 
and Auditing Research Committee 
deals with three reporting problems 
peculiar to unincorporated businesses: 


(i) the treatment of the proprietor’s 
or partners’ assets, liabilities, 
revenues and expenses used in 
the business as distinct from 
those used in other businesses 
and personally, 
the presentation of salaries, in- 
terest on capital or other allow- 
ances to the proprietor or part- 








ners deducted in arriving at the 
businesses’ operating results, and 


(iii) the inability of the businesses’ 
statements to reflect properly 
the impact of income tax as a 
result of the businesses’ opera- 
tions. 


While Bulletin No. 19 is not the 
most important bulletin that the com- 
mittee has issued, or will yet issue, 
there has undoubtedly been a great 
deal of confusion in the past as to the 
proper presentation and _interpreta- 
tion of the financial statements of an 
unincorporated business. It is the 
committee’s hope that Bulletin No. 19 
will help to establish some degree of 
comparability in the presentation of 
such statements; this should, in turn, 
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ease the problem of intelligent in- 
terpretation. 

It should be noted that the bulletin 
does not deal with the auditor’s re- 
port on the financial statements of an 
unincorporated business. The com- 
mittee felt that if no exception in the 
auditor’s opinion was required, the 
suggested wording of the audit report 
as set out in Bulletin No. 17 would be 
proper; if the statements required a 
qualification, the auditor should be 
guided by Bulletin No. 18; and if no 
audit was performed, the recommen- 
dations of Bulletin No. 13 would ap- 
ply. 

R. D. THomas, 
Director of Research 
Text of Bulletin No. 19 appears on 
pages 170 to 173. 
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EstaTE PLANNING (Continued ) 

The comments in the last issue of 
this department (June 1961) closed 
with a brief resumé of the informa- 
tion required preliminary to planning 
an estate. Analysis of this information 
should indicate the objectives which 
an individual has in mind in planning 
his estate and the nature of the prob- 
lems to be dealt with in achieving his 
objectives. More specifically, it will 
reveal if the estate is subject to death 
duties in several jurisdictions, whether 
liquidity may be a problem, and 
whether there are opportunities for 
tax savings. 


Multiple Death Duties 

The reason for finding out where 
the individual was born, whether he 
lives in various places and where his 
assets are situated, is to determine if 
multiple death duties may be a factor 
in planning his estate. For example: 


(a) Persons with assets in Quebec or 
Ontario, as well as those domi- 
ciled therein, may be subject to 
provincial duties. 

(b) The estate of a citizen or resident 
of the United States is subject to 
U.S. federal estate tax on all 
property wherever situated with 
one exception. Up to now at 
least, real property outside the 
United States has been exempt. 


(c) Persons domiciled or resident in 
the United Kindom, or persons 
who own assets in the United 
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Kingdom may be subject to U.K. 
duties. 
If overlapping duties arise because 
assets are located in several jurisdic- 
tions, frequently assets are transferred 
to a personal holding company to 
avoid this problem. When the prob- 
lem is attributable to citizenship, resi- 
dency or domicile, a solution may be 
less easily achieved, although it is 
often possible. 
Domicile 

Since federal estate taxes and pro- 
vincial succession duties are imposed 
primarily on the basis of domicile at 
death, an individual’s domicile is im- 
portant if for no other reason than 
this. However, an individual’s domi- 
cile has added importance because 
of the law of that domicile which gov- 
erns transactions undertaken in plan- 
ning his estate. For example, under 
the Quebec Succession Duty Act a 
gift made in trust, even though it is ir- 
revocable and unreserved, is included 
in the donor’s estate at death at its 
value at that time, whereas this is not 
so under the Succession Duty Act of 
Ontario. 

A person has either a domicile of 
origin or a domicile of choice. A 
domicile of origin, under common 
law, is received by a person at birth 
and is usually determined by his 
parents’ domicile at that time. A 
man’s domicile of origin, under Que- 
bec civil law, is determined by the 
domicile of his parents at the time of 
his majority or emancipation. A domi- 
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cile of choice may be acquired if a 
person severs all his ties with his 
domicile of origin and voluntarily 
takes up his abode elsewhere with the 
intention of residing there permanent- 
ly. Suffice it to say that domicile of 
origin is not easily changed under 
either common or civil law. 

It is apparent that domicile is quite 
distinct from residence. A person may 
reside outside a country or province 
for many years without any intention 
of abandoning his domicile therein. 
On the other hand, a person may te- 
tain his domicile of origin even 
though he intended to abandon it. In 
doubtful circumstances legal advice 
may be imperative. 


It should not be overlooked that a 
man’s domicile at the time of mar- 
riage determines his marital status. 
If domiciled in Quebec at the time 
of marriage, regardless of where the 
ceremony is performed, he is com- 
mon as to property unless prior to 
marriage he and his bride contracted 
otherwise. If common as to property, 
each party to the marriage owns one- 
half of the community assets and can 
only dispose of his or her share, to- 
gether with any of his or her property 
excluded from the community. In 
passing, it is also observed that the 
freedom of the husband to bequeath 
real estate excluded from the com- 
munity is restricted by the right of his 
wife and children to dower. 


Another point of interest is that in 
Quebec, gifts between husband and 
wife are ordinarily prohibited except 
for gifts befitting the husband’s sta- 
tion in life which are customarily 
made on birthdays, anniversaries and 
similar occasions. Two exceptions to 
this rule are that a husband may in- 
sure his life in favour of his wife, but 
not vice versa, and gifts may be made 
by pre-nuptial contract. 


Although it has not been attempted 
to draw attention to all the various 
points which may be pertinent to 
planning a Quebec estate, enough has 
been said to suggest that there are 
legal problems more or less peculiar 
to that province. 


Assets 

An examination of an individual's 
assets and liabilities to determine the 
liquid position of his estate and the 
income which may be anticipated 
therefrom in the event of his death is 
not unlike an audit of the records of 
a business for the purpose of prepar- 
ing and interpreting its financial state- 
ments. In both instances it is neces- 
sary to verify that assets are as repre- 
sented and to take steps to ensure 
that there are no undisclosed liabil- 
ities, including those of a contingent 
nature. 


Certain of the assets commonly 
found in estates are of such a nature 
as to require close attention. More 
often than might be expected, an indi- 
vidual is under the impression that his 
estate is to receive the proceeds from 
insurance policies on his life, whereas 
his spouse or some other beneficiary 
may be named in the policy. For this 
reason an examination of insurance 
policies is often in order. Annuity 
contracts or pension fund agree- 
ments also may contain provisions 
with which the individual is not 
familiar, and it is well to examine 
them also. Assets which are likely to 
appreciate in value, particularly in- 
vestments in private businesses, are of 
special interest to the estate planner 
who may have in mind the possibility 
of arranging for future appreciation in 
value to accrue for the benefit of 
heirs. When an individual has a sub- 
stantial interest in the equity of a 
private business, the probable value 
of the investment must be estimated 
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and due attention given to possible 
arrangements for the extraction of 
funds tax-free. 

When reviewing the assets of an 
estate, care must be taken to establish 
if any of the property is held jointly. 
Although the interest of a joint owner 
in such property does not form part of 
his estate on death but accrues to the 
survivor or survivors, the proportion 
of the deceased’s interest is consider- 
ed an asset of his estate for estate tax 
purposes. For succession duty pur- 
poses his interest is determined by his 
contribution to the property. It should 
also be borne in mind that the crea- 
tion of a joint interest may constitute 
a gift and result in a liability for gift 
tax. 

In addition to assets which an indi- 
vidual may own, he may be a capital 
beneficiary under a will or trust. If 
so, this should be taken into con- 
sideration. It is observed also that it 
is not uncommon for a person to have 
a general power of appointment over 
property. If the individual does not 
exercise this power of appointment 
three years prior to his death, the 
value of the property is included in 
his estate. 

Although other points may be con- 
sidered when examining the assets of 
an estate, those mentioned serve to in- 
dicate why a thorough review of 
assets is necessary. 

Liabilities 

As for the liabilities of an estate, it 
is the undisclosed and contingent 
liabilities which are of greatest con- 
cern. For example, the deferred por- 
tion of 1942 income tax may be over- 
looked by a taxpayer, and he may not 
always appreciate the possible conse- 
quences of guarantees and endorse- 
ments which he has made. As indi- 
cated previously, the convevance of 
property by an owner to himself and 
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some other person as joint tenants for 
no consideration cr inadequate con- 
sideration may create a liability for 
gift tax. The estate planner will in- 
quire about gifts made within five 
years if his client is domiciled in Que- 
bec and Ontario and within three 
years if he is domiciled in one of the 
other provinces. He may also wish to 
satisfy himself that if substantial gifts 
have been made at any time in the 
past, they were both irrevocable and 
unreserved. The reason for these in- 
quiries is to establish that certain gifts 
do not need to be added to the value 
of the estate when estimating death 
duties. For similar reasons, it is im- 
portant to establish if a general power 
of appointment over property has 
been exercised within the prescribed 
time limits. 


Liquidity 

Once the assets and liabilities of 
the estate are known and valued. 
death duties may be estimated, and it 
should be apparent if there are suffi- 
cient liquid assets to meet this event- 
ual liability, to pay cash bequests and 
to pay expenses that are likely to arise 
on death. The sources of income 
which the estate provides will be 
known and, generally speaking, any 
financial problems confronting the 
estate detected. 


Objectives 

If an individual already has a will, 
it should indicate the persons upon 
whom he wishes to confer benefits 
and the manner in which he proposes 
to do so. Although these may have 
changed, it will provide a convenient 
starting point for discussion of the ob- 
jectives he may now have in mind in 
planning his estate. Typical object- 
ives are the provision of security for 
a spouse, the preservation of the cap- 
ital of an estate for the benefit of 
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children, the continuation of a family 
business, tax savings and so forth. 
These possible objectives suggest that 
in many situations it is helpful to 
know more than the ages and rela- 
tionship of prospective beneficiaries. 
For example, an individual's wife may 
be wealthy in her own right or a 
spendthrift, and certain of his children 
may be better off than others or pos- 
sess more business ability. The client 
may be concerned over children who 
are in ill health or have family prob- 
lems. Considerations of this nature 
are numerous and, more often than 
not, are factors to be taken into ac- 
count when planning an estate; other- 
wise the results may be less than 
satisfactory. 


Will 

Since a will is the instrument by 
which a person disposes of the assets 
in his estate at death, its importance 
to practically every estate plan hardly 
needs emphasis. If any emphasis is 
required in this area, it is that only a 
legal expert is qualified to draft a will. 
This suggests that persons without 
legal training should not discourse at 
length on the subject of wills. There- 
fore, the remarks which follow only 
deal with certain of the more common 
provisions found in wills. 


The administration of an estate is 
often simplified if all personal and/or 
household furnishings are left to one 
individual for his use or to be dis- 
tributed by him at his direction. The 
residence of the testator may be made 
available to a surviving consort, either 
by outright bequest or by giving a 
lifetime interest in the property. Fre- 
quently, the executors and trustees are 
empowered to sell the residence 


owned at the time of death and to 
purchase another suitable property 
with the proceeds, if the consort so 


wishes. Where a wife is named the 
beneficiary of an insurance policy on 
the life of the testator and the estate 
plan requires that the insurance fall 
into the general estate, the will may 
provide that she renounce her rights 
under the policy in order to benefit 
under the will. If shares of a private 
company are an asset of the estate, 
specific provision may be made re- 
garding the continuation or liquida- 
tion of the business and the executors 
and trustees empowered to take any 
necessary action. 

If the testator has a marriage con- 
tract providing for a cash settle- 
ment which is unpaid at the time of 
his death, the will should stipulate 
how payment is to be made. In cer- 
tain circumstances where community 
of property exists, it is advisable for 
a wife to renounce her interest in the 
community, and her benefits under the 
husband’s will may be dependent on 
her renunciation. 


Provision for the support of a de- 
pendent husband or wife may be 
made in several ways. If it is pro- 
vided by an outright bequest, the 
testator should be aware that the 
assets will be taxed again on the sur- 
vivor’s death. To avoid this, it may 
be provided that the annual income 
from the residue of the estate, after 
settling all debts and legacies, will go 
to the surviving consort and/or chil- 
dren, with the capital to go to 
children on the death of the surviving 
consort. Another alternative is to pro- 
vide for an annuity of a specific 
amount to the surviving consort. 


In the case of income beneficiaries, 
it is often desirable to empower the 
executors and trustees to draw on 
capital if the need should arise. 
Where children are inheriting, it is 
often advisable for the executors and 
trustees to administer the capital un- 
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TAX REVIEW 


til the heirs attain ages at which they 
would ordinarily be expected to exer- 
cise mature judgment and to name 
alternative beneficiaries if they should 
die in the interim. 

To provide for changing conditions 
and unforeseen circumstances and to 
permit the fulfilment of the intentions 
of the testator, it is often desirable to 
give the executors and trustees suffi- 
ciently wide powers to permit them 
to use their discretion and best judg- 
ment in the administration of the 
estate. For example, they might be 
empowered to: 


(a) Make advances to beneficiaries 
out of the capital of the estate. 


(b) Encroach on capital. 

(c) Extend any guarantees the tes- 
tator may have made during his 
lifetime. 

(d) Deal with shares of companies. 

(e) Manage real estate, renew mort- 
gages and so forth. 

(f) Make a division of assets by 
putting such values on them as 
the trustees consider reasonable. 

(g) Handle an infant’s share in the 
estate to avoid converting a 
share into cash and paying it into 
court where it becomes vested in 
an infant. 

(h) Borrow on behalf of the estate. 

(i) Invest in non-trustee securities. 


Other powers may be indicated, de- 
pending on the testator’s circum- 
stances. The will should provide, 
also, for the resignation and replace- 
ment of executors and/or trustees as 
well as the remuneration which they 
are to receive. 

From the remarks which have been 
made, it is apparent that estate plan- 
ning requires a thorough investiga- 
tion into the affairs of any given estate 
by a person with sufficient experi- 
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ence and knowledge to design a plan 
for the disposition of assets in accord- 
ance with the wishes of the owner. 
A subsequent issue will deal with 
typical estate plans and the various 
tools at the disposal of the estate 
planner. Care must be taken to en- 
sure that sufficient funds are avail- 
able to pay death duties and other 
liabilities without financial embarrass- 
ment, to protect the estate from ex- 
cessive death duties, to provide man- 
agement of the estate after death for 
life beneficiaries and to conserve the 
estate for capital beneficiaries. Under- 
lying all of these considerations and 
any others which may be relevant is 
the personal relationship of the 
testator with his family, his heirs and 
any other persons in his community 
of friends and acquaintances. 


SELECTED TAX CASES 


Exchequer Court 

Taxpayer rescued mutual creditors from 
loss on debts of a related company. De- 
ductible, not as bad debts, but as pay- 
ments made for purpose of producing 
income. 


(Berman, L. & Co. v. M.N.R.) 


Foreign business corporation loses exemp- 
tion when mere receiving of royalty in- 
come found not to constitute the carrying 
on of business operations. 

(Clevite Development Ltd. v. M.N.R.) 

Regulation 1103 was used by taxpayer to 
transfer depreciable assets to class 1 in 
order to minimize recapture. Court rules 
that a regulation made under an em- 
powering section of the Act cannot over- 
ride it. This regulation conflicted with 
and therefore yielded to section 20(1) 
to tax the recapture of capital cost al- 
lowance. 

(G. H. C. Investments Ltd. v. M.N.R.) 

Rented warehouse space does not create 
permanent establishment for provincial 
tax credit purposes. 

(M.N.R. v. Sunbeam Corp. (Can.) Ltd.) 


Unanswered questions on tax returns con- 
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stitute misrepresentation. Section 46(4) 
interpreted strictly to reverse Appeal 
Board ruling — time limit for reassess- 
ments has no application in all cases of 
misrepresentation, whether innocent or 
fraudulent. Standard of proof is balance 
of probability, not beyond reasonable 
doubt test. 

(M.N.R. v. Taylor, M.) 


Tax Appeal Board 
Payments by pipeline company to U.S. 
parents based on a percentage of rev- 
enue deemed to be a distribution of 
profits and not deductible. Company 
submitted that the payments were for 
technical services supplied on Alaska 
contract. 
(Bay Co. (B.C.) Ltd., The) 


Sales representative without general author- 
ity to contract and without stock of mer- 
chandise from which he regularly filled 
orders ruled not a permanent establish- 
ment for provincial tax credit. 

(Canadian Thermos Products Ltd.) 


Department’s “land improvement not de- 
preciable” stand blasted. Cost of dyna- 
miting and levelling site for construction 
of building and roadway allowed as part 
of depreciable assets. 

( Davie, Geo. T. & Sons Ltd.) 


Shareholder receives $14,000, a company- 
owned automobile, and a debt to the 


company is forgiven in return for sale 
of shares. Value of car and forgiven debt 
deemed not to be income but part of a 
non-divisible package deal. 
(Pike, H.) 
Funds borrowed by company from bank 
and loaned to shareholder not considered 
to be a loan within the scope of section 
8(2). Shareholder had pledged life in- 
surance and own residence to bank. 
(Ramsay, J. W.) 
Full amount of pension payments taxed in 
professor’s hands even though he had 
contributed in no small proportion in tax- 
paid dollars to the fund. 
(Rea, Estate of G. W.) 
Shares received in return for land sold to 
a company cannot produce a profit in the 
taxpayer’s hands. Shares ruled to be 
same value as land sold since the land 
was the only asset of the company. 
(Segal, R. & Green, M.) 
Interest derived from extension of long- 
term credit by lumber dealer ruled as 
earned income not subject to investment 
surtax. 


(Stevens, R. H.) 

Sale of right to receive a debt including 

accrued interest ruled to be the sale of 

a capital item. Receipt of sum a return 

of capital only and interest portion of 
debt not taxable to vendor. 

(Nos. 729 and 730) 
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Office Equipment Review 


Tue NATIONAL 390 ELECTRONIC 
Data PROCESSING SYSTEM 


The June issue ot this department 
reviewed the significant developments 
that have been taking piace in the use 
of electronic computers for business 
purposes. In addition to emphasizing 
computers which are within the 
pocketbook of medium-sized busi- 
nesses, manufacturers have been at- 
tempting to overcome businessmen’s 
complaints about the unsuitability of 
magnetic or punched paper tape for 
storing many types of business docu- 
ments by incorporating some form of 
visible record, such as a ledger card, 
into their advanced data processing 
equipment. 

In May 1960, the National Cash 
Register Company of Canada Limited 
(NCR) announced the 390 electronic 
data processing system. This system 
permits the retention of visible rec- 
ords while using electronic concepts. 
Since that time, this machine has been 
demonstrated across Canada, arousing 
the interest of many Canadian execu- 
tives. To date, we are informed, five 
machines have been ordered, includ- 
ing one for accounting and auditing 
firms. It appears that professional 
firms are contemplating installing the 
390 system so as to undertake com- 
plete bookkeeping services for their 
clients, including the preparation of 
monthly financial statements. 


The System 
The 390 is an integrated data pro- 
cessing system consisting of punched 


card or punched paper tape input and 
output. Further input can be made 
through the keyboard and further 
output through printed forms. A 
unique feature is the external mag- 
netic storage of data on magnetic 
stripes which are impressed on the 
back of ledger cards. This may also 
be used as a means of data input and 
output. 

The 390 system consists of a stored 
program processing unit (magnetic 
core storage), and a console keyboard 
for operation. It was designed for use 
in two areas: 

1. To permit automation of the ac- 
counting functions without the loss 
of visual control by personnel con- 
cerned. 

2. To bring a form of automation to 
many of the smaller companies 
which find the larger systems 
beyond their reach. 

The system provides the perform- 
ance of an advanced bookkeeping ma- 
chine, but under program control 
rather than operator control. 


The Equipment 

The illustration shows the main 
items that comprise the 390 system. 
Their functions are as follows: 


Console 

This component is similar in ap- 
pearance and printing facilities to the 
class 31 and 32 bookkeeping ma- 
chines. It also contains the solid state 
circuitry for the processor and the 
magnetic core storage. 
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461-2 punched 
paper tape 
recorder 





Input to the console may be achiev- 
ed through the use of the 12-bank 
numeric keyboard. A standard type- 
writer keyboard is provided for print- 
ing only. Alphabetic characters may 
not be entered into the system. 


The 390 operates under control of 
internally stored program instructions 
and console keys. The program can 
be altered by use of the keyboard. 


Continuous forms may be used with 
the 390’s pin-feed carriage. Forms 
spacing and skipping is under the 
control of the stored program. Forms 
up to 26” in width may be used. 
Split platen and other features com- 
mon to bookkeeping machines are 
available. 


Photo-electric Paper Tape Reader 


This device reads punched paper 
tape at a rate of 400 characters per 
second. Data read is automatically 


390-3 console 
and printer 
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361-1 paper 
tape reader 


Conventional 
IBM 024 and 
026 keypunch 


entered into storage under program 
control. This data can be the pro- 
gram or information to be processed. 


Either one or two tape readers may 
be used with the 390 system and tapes 
may be read in either reel or strip 
form. 


Regular 5-channel tape is used 
which is compatible with other forms 
of office and communications equip- 
ment. 


Data punched in tape in random 
sequence may be introduced into the 
system and automatically sorted se- 
quentially. This is done by reading 
the tape and selecting the lowest one 
hundred numbers. These are ar- 
ranged sequentially in storage and 
then printed or punched as desired. 
The tape is then rewound, read again 
and the next 100 numbers are treated 
in the same manner. This is repeated 
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until all data has been processed. Re- 
winding of the tape is time-shared 
with the print or punch operation. 


Punch Card Input/Output 

Cards may be read and punched at 
a speed of 18 characters per second. 
The equipment used is IBM’s 024 or 
026 keypunch which must be rented 
separately at approximately $90 to 
$100 per month. (This is more than 
an ordinary keypunch, due to modi- 
fied circuitry. ) 


Paper Tape Output 

Any data (i.e. numeric) stored in 
the machine can be punched into pa- 
per tape at a maximum speed of 17 
characters per second. 


Magnetic Tape Ledger Cards 

The ledger cards used with the 390 
have four magnetic stripes on the re- 
verse side as shown in the illustration. 
Up to 200 characters of information 
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may be stored on these stripes and, 
if desired, also printed on the face of 
the ledger. 

The ledger card is placed in the 
front-feed carriage and is automatic- 
ally positioned at the next posting 
line. During the positioning, mag- 
netically stored information is read 
from the card into storage. As the 
ledger card is printed with updated 
information, the corresponding stored 
data is erased and replaced by up- 
dated figures. 

These ledger cards provide infor- 
mation in both readable and process- 
able form. 

The 200-characters capacity is not 
affected by the size of the ledger card, 
and data is stored on the stripes in 
variable size records. 

Programs may be printed and stor- 
ed on magnetic ledger cards, which 
can be used for entry into storage. 


MORTGAGE LEDGER 


Magnetic Tape Ledger Card 





| 
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Changes to stored information can 
be made automatically by erasing and 
rewriting. Printed data, however, 
must be crossed out and retyped. 


The Program 

There are 200 twelve-digit words of 
internal core storage, which can be 
used for the storage of program in- 
structions or data to be processed. 


The program instruction is made up 
of 12 digits: 

— 2 for operation 

— 2 for data address 

—2 for address where result is to 

be stored 
— 2 for address of next instruction 
— 4 for modification of program. 


A Sample Application 

The following is a_ simplified 

example showing a possible use for 
the 390 system in savings account 
processing in banks: 
1. Passbooks are machine-posted at 
the window of the savings depart- 
ment. As a result, punched pa- 
per tape showing pertinent infor- 
mation and amounts is automatic- 
ally prepared. 

Punched paper tape strips are for- 

warded to the accounting depart- 

ment, spliced together, and read 
into the 390 through the paper 
tape readers. 

3. The 390 sorts the day’s transac- 
tions (electronically in storage) 
into sequential order and creates 
a new paper tape, properly se- 
quenced. At the same time, a 
hard copy listing is made of active 
account numbers and transaction 
amounts. 

4. From the listing of active ac- 

counts, separate savings ledgers 

are selected from file. The new 
paper tape is inserted in the tape 
reader, and as ledger cards are in- 


to 
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serted manually into the console, 
they are automatically updated. 

5. As printed records are updated 
the magnetically stored totals on 
the back of the ledger cards are 
also updated. 


Data Punched in Tape 
— account number 
— transaction code 
— transaction amount 
— new balance. 


Data Stored on Magnetic Ledger 
Card 

— account number 

— account balance 

— accrued dividend 

— anticipated balance 

— dividend analysis 

— sum check 

— statistical information. 


Results 

1. Provides records in both human 

and machine language, on one 

card. 

Automates interest calculating and 

posting. 

3. Automatically verifies accuracy of 
passbook balance. 

4. Computes deposit and withdrawal 
dividends. 

5. Computes control totals for gen- 
eral ledger. 

6. Completes the above entirely un- 
der program control; no keying of 
information is necessary after post- 
ing of passbooks. 


bo 


Processing Times 
Examples of processing times using 
the 390 system are: 
1. Processes 1,000 man payroll in five 
hours, to produce 
— register 
— earnings records 
— earnings statements 
— cheques. 
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2. Sorts 3,000 items into 100 classi- 
fications in 4.5 minutes. 

3. Sorts 10,000 items into 100 classi- 
fications in 8 minutes. 
(2 and 3 include print-out of totals 
for each of the 100 classifications ) 


Rentals and Installation 
A typical system comprised of the 
following units rents for approximate- 
ly $2,200 per month or is available for 
purchase at some $88,000. 
Monthly 
Rental 


Bookkeeping machine type console) 
Paper tape reader ) $2,200 
Paper tape punch ) 


The normal installation would also 
require adding or other office type 
machines which would prepare 
punched paper tape for feeding into 
the 390 system. These would vary 
in cost according to requirements, but 
should not add materially to the costs. 


Because of its solid state circuitry, 
installation of the 390 does not re- 
quire air conditioning or special pow- 
er requirements (220 volts necessary ). 
Neither is dust and humidity control 
a consideration, since magnetic tapes 
are not used. 

The delivery schedule for this 
equipment is 12-18 months. 


Possible Use to the Profession 


As mentioned, interest is being 
shown within the profession. A pos- 
sible use might be as follows: 


Equipment in the Professional Office 


A 390 system would be installed on 
a monthly cost basis as follows: 


DOO BYSUN  assesscsinsessceesesees $2,200 
Programmer and operator ................ 800 
Supplies, power, space ..................... 300 
Monthly cost ................0...... . $3,300 
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In the Client's Office 

Adding machine(s) would be pur- 
chased with attachments to produce 
punched paper tape as a by-product 
of listing or posting operations. In- 
voices, vouchers and other data would 
be processed and totalled, being sent 
with paper tape to the professional 
office. 


Results from Processing 
The data would be processed on 
the 390 system. Information pro- 
duced for the client could include: 
—accounts receivable records, in- 
cluding statements and _ ledger 
cards 
—journals of sales, purchases, etc. 
— general ledger and account list- 
ings 
— profit and loss and cost data 
— balance sheet. 


For Management's Attention 

Limitations of this equipment are 
its output speeds and the inability to 
print alphabetic information. Reports 
produced would require extensive 
captioning. It is probably best suited 
to a single application, such as pay- 
roll, or for use in one department such 
as the maintenance of inventory rec- 
ords. It should be considered by com- 
panies with punched card installation 
with rentals of $1500-$2500 a month, 
or clerical operation where salaries 
and other direct costs exceed $2500 
a month. 

Other Manufacturers of Computers for 

Business 

Bendix Computer 

c/o Computing Devices of Canada Ltd. 

164 Eglinton Avenue East, Toronto. 

Burroughs Business Machines Ltd. 

752 Bay Street, Toronto. 

Canadian General Electric Co. Ltd. 

214 King Street West, Toronto. 

International Business Machines Co. Ltd. 

Don Mills Road, Toronto. 
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International Computers & Tabulators terest readers in significant develop- 


(Canada) Ltd. ments occurring in office equipment. , 
1000 Yonge Street, Toronto. Further details will usually need tobe | 
The McBee Company Ltd. obtained from an equipment manu- | 
179 Bartley Drive, Toronto. facturer before any decision is made 


as to whether use should be made of 


on vee coe eee the equipment. Inquiries should be | 


Computer & Data Processing Division 
1001 Lenoir Street, Montreal 30. 


Remington Rand Ltd. 
984 Bay Street, Toronto. 


referred to the manufacturer con- 
cerned. 

In the October issue, this depart- | 
ment will review selected Dicratinc | 
This department is designed to in- EQuieMent available in Canada. 


Merits of Good Internal Control 


{ 
To those who characterize internal controls as purely restraining | 
devices which impede business activity and progress rather than aid | | 
it, the following may be said. A properly designed system of internal } 
control should provide incentives to do a good job at each level in the Be 
organization because there will be a fair basis for appraising the 
efforts exerted by each group; good internal controls clearly place the 
responsibility for success or failure where it belongs. Sound control 
procedures reduce delays and confusion by providing a clearly de- 
signed scope of authority for each individual and group. Good con- 
trols result in proper technical assistance being obtained in working 
out solutions to difficult problems. Effective internal controls remove 
doubt and distrust on the part of top management by providing that 
group with assurance that all actions are properly approved and that 
prompt reporting is made of conditions which should come to its 
attention. Good controls reduce the temptation to misappropriate 
company assets or to engage in poor work practices which undermine 
character and morale of employees and seriously jeopardize the career 
of those involved. Good controls facilitate forecasting and planning 
and should point up opportunities for increasing the company’s profits. 
Good controls permit the maximum degree of delegation of authority, 
which in turn facilitates operations and materially speeds the develop- 
ment of personnel. 


Pe ee ee a a a a a ns 


— Allen O. Hinkle, “Internal Control Appraisals” 
The Internal Auditor, Summer 1961. 
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BY PETER C. BRIANT, PH.D., C.A. 


Associate Professor, McGill University, Montreal 


Current R cading 


MAGAZINE ARTICLES 
ACCOUNTING 


“DiscLosuRE By CoMPaANiEs” by C. A. 
Ashley, The Commerce Journal, 1961, 
page 47. 

Professor Ashley, who is chairman 
of the Department of Political Econ- 
omy in the University of Toronto, 
complains about the paucity of in- 
formation in published financial state- 
ments and warns his fellow econo- 
mists to be very chary in arriving at 
any conclusions from the study of 
published accounts without a knowl- 
edge of accounting and some business 
experience. Professor Ashley would 
like to have all companies report their 
total sales. Inventory valuation on a 
lower of cost and market basis, he 
contends, also conceals from _ the 
economist some of the facts he needs 
to know. Furthermore, by increasing 
profits during a period of rising prices 
and reducing them during falling 
prices, it exaggerates fluctuations in 
profit and misdirects investment. 

Depreciation practices have im- 
proved during the past 20 years, Pro- 
fessor Ashley concedes. Nevertheless, 
he sees many unresolved problems 
such as the impact of inflation on as- 
set values and the complexity of gov- 
ernment regulations as to rates of de- 
preciation, accelerated depreciation 
and disposal of assets. A more recent 
complication is the inter-period allo- 
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cation of income tax problem. Even 
where companies disclose the differ- 
ent bases of depreciation, Ashley is 
not sure that many people know what 
the disclosure means in the long run. 


Discussing the need for regulation, 
the author suggests that any company, 
foreign or domestic, should be requir- 
ed to publish financial statements—if 
not a small personal or family busi- 
ness entitled to the privileges of a 
private company. More information 
should be required by the Companies 
Acts, he states. At the present time, 
according to the author, Canadian 
companies providing the fullest infor- 
mation are those that have to meet the 
requirements of the SEC, and this he 
finds somewhat humiliating. 


CONTROL 


“ADMINISTRATIVE CONTROL AND Ex- 
ECUTIVE ACTION” by J. D. Edwards 
and B. C. Lemke, Business Topics, 
Spring 1961; page 43. 

The authors of this article define 
control and point out that instead of 
leading to restriction and restraint, 
control should be exercised positively 
to provide leadership and guidance. 
The pervasivness of the concept is 
suggested by the fact that in business, 
as in physical systems, control is 
achieved either by devices analogous 
to the thermostat or by feed-back 
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mechanisms. Thermostats, it is stat- 
ed, compare actual performance with 
a predetermined target and induce 
adjustments to offset a variance after 
the variance has occurred. Feed-back 
amplifiers, on the other hand, while 
essentially the same in principle, pre- 
vent the occurrence of a variation by 
inducing adjustments quickly enough 
to prevent a variance from occurring. 

To attain specified objectives, the 
business administrator has to establish 
controls in such areas as cash plan- 
ning, inventory, research and de- 
velopment, production processes, mar- 
keting operations and personnel. In 
the performance of the control func- 
tion in these areas, the accountant 
plays an important role. Thus, in 
break-even analysis, state the authors, 
the accountant participates in the 
planning which is an essential step in 
the overall control process. 


The accountant’s role in the man- 
agement team is increasingly evident 
in the extensive growth of the con- 
troller concept. In reporting and 
analysing data, impersonally and ob- 
jectively, the controller draws the at- 
tention of management to the long- 
run consequences of daily activities. 
He thus uses accounting procedures 
to follow up and check upon manage- 
ment decisions. Management account- 
ing of this kind, where the controller 
helps to formulate plans and evaluate 
performance, can only be justified, ac- 
cording to the authors, if management 
is able to use the information de- 
veloped. 


Accountants have been particular- 
ly important in cost analysis and con- 
trol. Unfortunately, most of their at- 
tention has been directed toward the 
control of production costs. With the 
continuing rise in distribution costs, 
the authors suggest that marketing 


and accounting executives should try 
to become more conversant with their 
mutual problems. 


“PROBLEM IN DECENTRALIZED FINAN- 
ciaL Controt” by John Dearden, 
Harvard Business Review, May-June 
1961, page 72. 


The techniques presently employed 
in large, decentralized corporations 
for calculating the current investment 
of a division are universally incorrect, 
asserts the author, and are not effec- 
tive in promoting the best interests of 
the company. These techniques tend 
to motivate divisional management to 
take action that, from a corporate 
viewpoint, is unprofitable. They re- 
sult in fluctuations in the divisional 
investment base over which the divi- 
sional manager has little or no control. 
Moreover, some of the techniques re- 
sult in increasing divisional invest- 
ment more than the actual increase 
in company investment when an ex- 
pansion programme is undertaken. 
As a consequence, attractive pro- 
grammes from a corporate point of 
view may be unattractive to the divi- 
sion. 


Present techniques, according to 
Mr. Dearden, nearly all calculate di- 
visional investment in much the same 
way. Cash is usually determined by 
a formula relating cash to the volume 
of sales or production. Other current 
assets and current liabilities are in- 
cluded at their actual end-of-month 
balances. Intracompany receivables 
and payables are included either at 
their actual month-end balances or are 
calculated by a formula to approxi- 
mate what the actual levels would 
have been if the divisions had been 
independent companies. 


Mr. Dearden’s approach uses work- 
ing capital rather than current assets 
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to determine the current investment 
in a division. Cash, receivables, in- 
ventories and payables represent a 
revolving fund that cannot be logic- 
ally separated, he writes. Also, the 
company’s investment in the business 
is represented by working capital, 
not by cash. The working capital as- 
signed is computed to approximate 
the level that would be required if the 
division were an independent com- 
pany. This assignment is achieved 
by three steps: (1) the total working 
capital requirement of the company 
is calculated; (2) the divisional work- 
ing capital requirement is calculated; 
(3) the working capital assigned to a 
division is changed when warranted 
by expansion or contraction of opera- 
tions or a change in the company’s 
working capital. 


The author claims that his tech- 
nique is easy to compute, install and 
administer; that fluctuations in work- 
ing capital will not affect a division’s 
rate of return; and that the approach 
overcomes all of the disadvantages 
of the older methods. 


“EFFECTIVE ControL THrRovuGH ReE- 
SPONSIBILITY ReEpPorTING” by K. S. 
Axelson, The Management Review, 
May 1961, page 59. 


Responsibility reporting is said in 
this article to be an accounting tech- 
nique that has come into prominence 
since World War II. In essence, says 
the author, it is a device for tying op- 
erating results directly to the organi- 
zation chart. Costs and revenues are 
classified in terms of organizational 
units, rather than by product or by 
arbitrary account number, and _ re- 
sults are reported both to the indi- 
vidual responsible for producing those 
costs and revenues and to his su- 
periors. 
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Under responsibility reporting, ac- 
cording to Mr. Axelson, costs and in- 
come are first classified according to 
the individual who is responsible for 
their control, then further broken 
down by the nature of the expense or 
income. These classifications and 
sub-classifications show who incurred 
the cost or produced the income and 
what the cost was incurred for or the 
source of the income. 


Unit production costs and inventory 
figures are not give in responsibility 
reports. But such data can be obtain- 
ed, the author assures, by a simple 
reformulation of the figures in the re- 
ports. Similarly, the basic reports 
can be translated into regular income 
statements. 


The installation of a responsibility 
reporting system, as outlined by Mr. 
Axelson, starts with the organization 
chart. The next step determines how 
costs will be classified and assigns 
them to the organizational units to 
which they are directly related. Ideal- 
ly, states the author, there should be 
no allocations or prorations except in 
supplemental analytical __ reports. 
Where allocations are necessary, the 
amount should always be based upon 
budgeted expenses, so that an execu- 
tive is not held responsible for an un- 
scheduled increase in expenses. As 
in other control systems, results 
should be identified with the execu- 
tive who is responsible for them, and 
statements should reflect only the re- 
sults for which the executive is re- 
sponsible. 


Already generally accepted in regu- 
lated industries, responsibility report- 
ing is being adopted by a growing 
number of companies, reports the au- 
thor. It is said to be proving its 


worth as a management tool that pin- 
and _ provides 


points responsibility 
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each manager with the information 
he needs to plan and control his own 
operations. 


“EFFECTS OF EPD on INTERNAL Con- 
TROL” by Felix Kaufman, The Journal 
of Accountancy, June 1961, pp. 47-59. 


Mr. Felix Kaufman points out the 
anxiety caused by the difficulty of 
understanding what electronics can 
do and how it is done. Such ques- 
tions arise as where do the people 
who control information stand in the 
new world of paper work, one with- 
out paper, in which records are kept 
in forms unreadable by their eyes. 
In this article, the extent to which a 
self-controlling system can be con- 
structed is examined and emphasis is 
laid on, first, the extent to which an 
electronic system automates measures 
of control and, second, whether some 
generally accepted measures of con- 
trol are unnecessary in an electronic 
system. 


The main categories in the system 
of classification evolved are discussed 
in some detail. They are: measures 
based upon the “consistency” of infor- 
mation; measures based upon the 
“meaning” of information; measures 
based upon comparisons of source 
data; measures based upon “outside” 
checks; organization of clerical work, 
including separation of duties, and co- 
ordination of paper work with physi- 
cal processes. 

The discussion on proof totals is 
summarized as follows: Computer 
systems emphasize the proof total con- 
trol for checking the movement of 
batches. The accuracy of a computer 
de-emphasizes the proof total as a 
posting check. 


Developments in random access 
equipment and in on-line transaction 
recording eliminate the need for 


batching as a preliminary to process- 
ing data. Batching, therefore, be- 
comes a special requirement imposed 
by proof total procedures. 


The automation of connections be- 
tween recording and processing is 
likely to cause the elimination of batch 
methods as tests of transmission ac- 
curacy. 


At present the consolidating tend- 
encies in electronic data processing 
promote separate computer runs to 
implement some control features, 
including proof total tests, on trans- 
action batches. 


The article concludes that the in- 
sertion of internal controls in an 
electronic data processing system is its 
own guaranty. Automation now in- 
cludes the validating or editing func- 
tion, and its powerful checking abil- 
ities make the electronic data process- 
ing system a centre of control, thus 
helping to police even non-computer 
operations. 


CREATIVITY 


“How to Increase Creativity” by 
Lee E. Danielson, Michigan Business 
Review, January 1961, pp. 18-23. 


Mr. Danielson points out that we 
normally think a person is creative 
when he creates something unusual. 
However, the element of creativity is 
present to some degree in almost 
everyone and in nearly every person it 
is capable of development. 


There are several factors which 
limit creativity. First, the natural 
creativeness of the very young is grad- 
ually pushed into the background of 
experience as education and rational 
problem solving takes its place. 
Second, discouraging experiences dull 
the edge of creativity. A child, for 
example, finds that parents tire of an- 
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swering questions; or an aeronaut 
breaks his leg trying out a new plane. 
Often too, a creative talent exists in a 
field which is outside the area where 
it might be used, as in the case of an 
engineer who discovers a useful meth- 
od in chemistry, whose ideas are ig- 
nored by the chemists. In the third 
place, we are so amply supplied with 
all manner of material comforts that 
there is really, very often, no need to 
be creative. 


However, some companies need 
creativity to survive, and there are 
groups which exist for the purpose of 
thinking up and introducing new 
ideas. Among the methods used to 
stimulate creativity are the brain- 
storming sessions when people with 
differing backgrounds consider vari- 
ous ways of handling a particular ob- 
ject. 


The author finally suggests steps 
that may be taken to develop creativ- 
ity. Personal creativity may be in- 
creased by association with creative 
people, by reading, by a continuous 
effort, by patience and by a willing- 
ness to let the new idea be known. 
The manager is also responsible for 
the creativeness of those below him. 
He should determine how much cre- 
ativity is needed and the price he is 
willing to pay. He must then identi- 
fy the creative people, realizing that 
some creativeness exists in everyone; 
plan creative groups; reward creative 
effort rather than results; recognize in- 
dividual differences in reactions to 
conditions; and, finally, keep abreast 
of developments. 


“THe CLIMATE FoR Business” by T. 
W. Kent, The Business Quarterly, 
Spring 1961, pp. 40-46. 


The business climate is affected not 
only by economic conditions but also 
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by government policies, movements of 
ideas and attitudes in the community, 
educational forces and the general 
current of technological changes. 


In the short run economic factors 
are perhaps of paramount importance, 
but even then it is the knowledge of 
how a particular business fits into the 
economy that is relevant. There is 
no hard and fast correlation between 
the gross national product, for 
example, and the sale of pentaery 
thitol which, through technological 
changes, has come to be used widely 
in the world’s paint industry. What 
is important is to find out where vari- 
ous particular products go, to trace 
back their uses to the ultimate sources 
of demand and to study the regional 
distribution of the demand. Sales 
forecasts derived from general busi- 
ness indicators are useful in imposing 
realism on the forecasts derived from 
market reports but they cannot be 
absolutely exact. 


Similarly, in forecasting the move- 
ments of exchange and interest rates, 
it is important to recognize that a par- 
ticularly strong movement in one di- 
rection is almost certainly a movement 
in which corrections are developing. 
Economics, in fact, can play its full 
role in business only if management, 
generally, can establish with econo- 
mists a genuine meeting ground on 
which economics is brought to bear as 
part of a broad process of judge- 
ment. 


The laissez-faire of the nineteenth 
century is now gone and a realistic 
appraisal of the contemporary busi- 
ness climate will recognize the follow- 
ing facts. The Welfare State is here 
to stay and will be extended. Taxa- 
tion will remain high. The trade 
unions will become stronger and busi- 
ness planning should include long-run 
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cost changes as well as long-run sales 
estimates. The trend is toward a 
world welfare economy. Emphasis 
should be laid on economic perform- 
ance allied to social virtues. The 
weaknesses in our economy should be 
examined against this background, 
and wastefulness such as advertising 
should be curtailed. In Canada, there 
will probably be increased taxation on 
inheritance. Laissez-jaire has been 
replaced by the big corporation which 
will increasingly set the pattern of 
our economic organization. Finally, 
the pace of technological change will 
increase, obsolescence will be faster, 
and there will be more diversity of 
products and processes. 


BOOK RECEIVED 
“Government Supervised Strike Votes” by 
F. R. Anton; published by CCH Canadian 
Ltd.; 190 pages; $9.00. 

This book sets out the general issues in- 
volved in strike voting and describes vote 
procedures. It also discusses legislative ex- 
perience in Canada and in the United States 
under the Taft-Hartley and Smith-Connally 
Acts. Canadian labour and management will 
both find this publication enlightening. 


BOOK REVIEWS 


“Canadian Economic Policy” by T. 
N. Brewis, H. E. English, Anthony 
Scott and Pauline Jewett, with a sta- 
tistical appendix by J. E. Gander; 
published by The Macmillan Co. of 
Canada Ltd.; 365 pages; $5.50. 


Largely due to developments in 
economic theory and improvements 
in the methods of collecting and in- 
terpreting economic data in recent 
years, the federal government has 
taken an increasingly active part in 
determining the course of Canadian 
economic affairs. At the same time, 
much has been written about the role 
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of the government in this area and the 
effects of its actions. Until the pub- 
lication of “Canadian Economic 
Policy”, however, individual works 
tended to deal only with a limited 
range of problems or government ac- 
tivities. The main contribution of 
this new volume is that it represents 
an attempt to develop a comprehen- 
sive and unified view of Canadian 
government policy as a whole. 


The book is divided into four parts. 
Part I considers the effects of policy 
on the current operation of individual 
firms and industries, and on capital 
formation. Professor English has 
written on the former, and Professor 
Scott on the latter. Part II, on eco- 
nomic stability and government 
policy, was written by Professor 
Brewis, and for this part an appen- 
dix dealing with the measurement of 
unemployment and income has been 
added by J. E. Gander of the Do- 
minion Bureau of Statistics. In Part 
III, income redistribution, population, 
and foreign trade and investment are 
treated by Brewis and English. Part 
IV, on policy formation, includes a 
chapter by Professor Jewett, a politi- 
cal scientist, on the political and ad- 
ministrative aspects of policy forma- 
tion, supplementing Brewis’s examina- 
tion of its economic aspects. 


In view of the difficulties involved 
in their undertaking, the extent of 
government operations, the diffusion 
of responsibility for many matters 
among several government depart- 
ments, the lack of access to much of 
the data and the lack of consistency 
in some areas of policy, the authors 
have done a highly creditable job 
of analyzing, sorting and classifying. 
The section on control of competition 
is particularly good. 


The most notable omission is a dis- 
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cussion of labour policy. Since la- 
bour is largely a provincial responsi- 
bility, however, and the authors have 
chosen to consider only the operations 
of the federal government, this omis- 
sion may be justified. Their decision 
to consider only federal government 
actions is not unreasonable in that 
the general shape of all government 
policy is determined federally and 
that only so much can be discussed 
adequately in a single volume. As it 
is, the scope of the work imposes a 
significant limitation on the amount 
of detail that can be introduced. 
Finally, it should be noted that the 
authors presuppose some prior know]- 
edge of economics on the part of their 
readers. However, anyone with the 
background of an introductory uni- 
versity course or its equivalent should 
not have too much difficulty. The 
improved understanding of the eco- 
nomic affairs of Canada to be gained 
from this book makes reading it well 


worth the effort. 
J. E. Sanps, C.A., 
University of Toronto. 


“The Television Business” by Warde 
B. Ogden; published by The Ronald 
Press Co.; 197 pages; $1.00. 

Any accountant interested in know- 
ing generally about new and/or ex- 
panding industries, though not neces- 
sarily concerned with the detail of the 
accounts for the industry, would be 
well advised to read “The Television 
Business” by Warde B. Ogden, C.P.A. 
This book tells the story of how the 
television industry is growing out of 
the radio, motion picture and other 
entertainment media. 

It is obvious from reading “The 
Television Business” that the author 
has had much experience in account- 
ing for the many phases of the indus- 
try, having followed the trial and er- 
ror method on many experiments to 


discover how best to account for in- 
come and related costs. In this book 
he evaluates each system and _ indi- 
cates which, in his opinion, will best 
distribute the net income over the 
estimated life of a production, and 
will also result in the most accurate 
description of the balance sheet posi- 
tion at a given date. 

This book is not a reference text 
for an accountant setting up a chart 
of accounts for a new television sta- 
tion (although a chapter on station 
accounting is included), but rather is 
a fascinating description of the ac- 
counting story which is part of one 
of the newest industries which affects 
the lives of us all. 

Included in the book is an excellent 
glossary of television terms, which 
should make life much easier for the 
accountant entering the television 
world for the first time. 

Nora Partripce, C.A. 
London, Ontario 


Publishers’ Addresses 

Business Topics, Graduate School of Busi- 
ness Administration, Michigan State Uni- 
versity, East Lansing, Mich. 

Commerce Journal, 273 Bloor St. W., Tor- 
onto 5, Ont. 

Harvard Business Review, Soldiers’ Field, 
Cambridge, Mass. 

Management Review, 1515 Broadway, Times 
Square, New York 36, N.Y. 

Michigan Business Review, School of Busi- 
ness Administration, University of Michi- 
gan, Ann Arbor, Mich. 

The Business Quarterly, School of Busi- 
ness Administration, University of West- 
ern Ontario, London, Ont. 

The Controller, 2 Park Ave., New York 16, 
N.Y. 

The Journal of Accountancy, 270 Madison 
Ave., New York 16, N.Y. 

The Macmillan Co. of Canada Ltd., 70 
Bond St., Toronto 2, Ont. 

The Ronald Press Co., 15 E. 
New York 10, N.Y. 
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key supplier of ever-wider horizons in communications 


Your familiar telephone is only a part of a communica- 
tions network that carries any thought in almost any form, 
almost anywhere — a complete communications system. 
Over the network go not only your voice but handwritten 
and typewritten messages, photographs, TV programs. 
Through it you can speak, write, see and control, instantly 
and accurately, across the street, across the continent 
or around the world. 


This network is at your command... for everything from 
the simplest Teletype to the most complex installation for 
data transmission. Soon your telephone company will be 
able to supply you with DATA-PHONE, an excitingly new 
and flexible service concept which enables business 
machines to “talk” to each other over regular telephone 
lines. DATA-PHONE is just one more in a continuing 
series of communication advances that can help you to 
speed up and streamline most of the operations that 
involve modern record controls used in business. 


For information on how you can put the telephone net- 
watk to work for you in new and greater ways, simply call 
your telephone company's business office. A skilled, 


trained communications consultant will analyse and 
recommend on your needs without obligation. 


TELEPHONE 


COMPANY 





TRANS-CANADA Ee: TELEPHONE SYSTEM 


Supplying ever-wider horizons in communications... 


Canada's ten provinces are linked through the facilities of the eight major 
Canadian telephone companies, providing the only complete nationwide 
telecommunications network for every communications need and con- 
necting with telephone companies throughout the continent and abroad. 


The Avalon Telephone Company, Limited — Maritime Telegraph and 
Telephone Company, Limited — The New Brunswick Telephone Com- 
pany, Limited — The Bell Telephone Company of Canada — Manitoba 
Telephone System—Saskatchewan Government Telephones— Alberta 
Government Telephones — British Columbia Telephone Company. 
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NEWS OF OUR 


British Columbia 

Stanford, Wolrige & Co., Chartered Ac- 
countants, announce the retirement of S. E. 
Stanford, C.A. from practice. A. F. Wolrige, 
C.A. will maintain the practice at 420, 470 
Granville St., Vancouver 2. 

Winspear, Higgins, Stevenson & Doane, 
Chartered Accountants, announce the open- 
ing of an office in the Medical Dental Bldg., 
Merritt. 

R. B. Liverant, C.A. and H. T. Rae, C.A. 
announce the formation of a partnership for 
the practice of their profession under the 
firm name of Liverant, Rae & Co., Char- 
tered Accountants, 535 Howe St., Vancouver 
Es 

Gordon Laird, C.A. announces the re- 
moval of his office to 718 Granville St., 
Vancouver 2. 

Lloyd Sturgeon, C.A. announces the re- 
moval of his office to Ste. 202, 1033 Davie 
St., Vancouver 5. 

Church, Pickard, Lane & Newman, Char- 
tered Accountants, 12 Esplanada St., Na- 
naimo, and Ste. 1, 130 South 3rd Ave., 
Port Alberni, announce the admission to 
partnership of D. D. Stupich, C.A. 

Roberts, Munro & Co., Chartered 
Accountants, announce the removal of their 
Duncan offices to Goodbrand Block, corner 
Trunk Rd. and Brae Rd., Duncan. 


Young, Peers & Milner, Chartered Ac- 
countants, announce the removal of their 
offices to 1292 West Georgia St., Vancouver 
5. 


Manitoba 


J. R. Pitcairn, C.A. has been appointed 
comptroller of Wm. H. Noble & Co., Noble 
Cattle Co., Noble Ranch Co. and Sonamo 
Ranch Co., San Francisco. 

The appointment of R. J. Sawyers, C.A. 
as treasurer of Burlington Steel Co. Ltd., 
Hamilton, has been announced. 


New Brunswick 

McDonald, Currie & Co., Chartered Ac- 
countants, announce the admission to part- 
nership of C. G. Warner, C.A. in their Saint 
John office. 
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Nova Scotia 
The Institute of Chartered Accountants 


of Nova Scotia announces the removal of its 
office to Ste. 408 Roy Bldg., Halifax. 


McDonald, Currie & Co., Chartered Ac- 
countants, announce the admission to part- 
nership of D. W. Cherry, C.A. in their 
Halifax office. 


Ontario 

William Hogben, F.C.A. has been ap- 
pointed financial adviser to the National 
Energy Board, Ottawa. 


H. G. Tait, C.A. has been appointed 
comptroller of Molson’s Brewery Ltd., 
Montreal. 

The appointment of G. A. Kelly, C.A. as 
manager of Union Carbide Canada Ltd.’s 
plant and sales accounting control depart- 
ment has been announced. 

R. H. Bulgin, C.A. has been appointed 
chief accountant of the Toronto Western 
Hospital. 


Freedman & Flicht, Chartered Account- 
ants, announce the dissolution of their part- 
nership. Henceforth the practice of the pro- 
fession will be conducted by Albert Freed- 
man, C.A., in The Worth Bldg., 3089 
Bathurst St., Toronto 19. 

Sears, Turk & Co., Chartered Account- 
ants, announce the admission to partnership 
of Morris Flicht, C.A. The practice will 
continue under the firm name of Sears, Turk 
& Co., Chartered Accountants, 208 King 
St. W., Toronto. 


Nathan Starr, C.A. announces the removal 
of his office to Ste. 448, 12 Richmond St. 
E., Toronto 1. 

McDonald, Currie & Co., Chartered Ac- 
countants, announce the admission to part- 
nership of R. D. Butterfield, C.A. in their 
Toronto office and N. G. Ross, C.A. in their 
Ottawa office. 

D. A. Macdonald, C.A. announces the ad- 
mission to partnership of J. O. B. Leask, 
C.A. Henceforth practice of the profession 
will be conducted under the firm name of 
Macdonald, Leask & Co., Chartered Account- 
ants, with offices 1257 Victoria Ave., Nia- 
gara Falls. 


Continued on page 202 
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Continued from page 200 

B. E. Hicks, C.A. has been appointed di- 
rector of professional courses at McMaster 
University, Hamilton. 


Quebec 

W. M. Reay, C.A. has been appointed 
chairman of the Quebec District of The In- 
vestment Dealers’ Association of Canada for 
the year 1961-1962. He is also a vice- 
president of the association. 

J. T. Black, C.A. has been appointed 
vice-president and general manager of Sicks’ 
Breweries Ltd., Calgary. 

McDonald, Currie & Co., Chartered Ac- 
countants, 507 Place D’Armes, Montreal 1, 
announce the admission to partnership of 
A. S. Cunningham, C.A. Montreal. 


OBITUARY 


We regret to announce the death of the 
following members: 
GEORGE GRANBY HARRIS: who retired 


INSTITUTE 


in May 1960 from the partnership of 
Touche, Ross, Bailey & Smart. Mr. Harris 
died on May 29, 1961 after a long illness. 
He qualified for membership in the Alberta 
Institute in 1923 and became affiliated with 
the Quebec Institute in 1928. 


A. PERCY FOSTER: veteran Vancouver 
practitioner associated with the firm of 
Foster and Barrett-Lennard (now merged 
with Peat, Marwick, Mitchell & Co.) who 
died in Vancouver on June 14, 1961. Mr. 
Foster was admitted to the B.C. Institute 
in 1913 and elected a Fellow in 1958. The 
O.B.E. was conferred on Mr. Foster for his 
World War I overseas service as an officer 
of the Seaforth Highlanders of Canada, and 
in 1955 he was made an honorary life presi- 
dent of the Vancouver Symphony Society in 
recognition of his outstanding service to the 
cultural community. 


NOTES 





C.LC.A. NEW STAFF APPOINTMENTS 


Members will have learned with regret of 
the resignation of Miss Jean Vale who left 
the Institute on July 13 after 12 years as 
assistant editor of The Canadian Chartered 
Accountant to take up a new career as a 
high school teacher, specializing in English. 
She will be replaced by John A. Fennell 
who has accepted the position of assistant 
editor and assistant director of publications, 
effective July 17. Mr. Fennell is a gradu- 
ate in journalism of the Ryerson Institute 
of Technology and was previously manag- 
ing editor of the Oakville Record Star, an 
Ontario weekly newspaper. From 1957 to 
1959 he was staff assistant, public relations, 
for Orenda Engines Limited and, among 
his other duties, was responsible for pro- 
ducing The Orenda published every two 
weeks. 


Mrs. Rosamund Gladney has been ap- 
pointed production manager for the Insti- 
tute’s journal and growing list of publica- 


tions, effective July 4. She will also assist 
in circulation work. Mrs. Gladney’s experi- 
ence includes five years as associate editor of 
Western Business and Industry in Vancou- 
ver and ten years with National Business 
Publications Limited, Gardenvale, Que. This 
appointment brings to 17 the number of 
permanent staff members of the Institute. 


ALBERTA INSTITUTE 

One of the main subjects of discussion 
at the 1961 annual meeting of the Alberta 
Institute, held on June 8 and 9 in Cal- 
gary, was “Standards of Training in Prac- 
tising Offices”. The topic was considered 
by a panel who had made a report to Coun- 
cil on this subject during the past year. At 
the meeting R. E. Waller and J. A. Wil- 
liams were admitted as Fellows of the Al- 
berta Institute. 

D. A. McGregor was elected president 
for the coming fiscal year, and E. A. Chris- 
tenson and W. F. Anderson vice-presidents. 

Continued on page 204 
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THE CANADIAN INSTITUTE OF cnc teone nets 
L'INSTITUT CANADIEN DES COMPTABLES AGREES 


Beginning this fall — two courses will be offered: 


Tax Techniques and Practice 


Corporate Surplus ® Capital Cost Allowances 

® Executive Compensation ® Personal Tax 

Planning ® Canadian-American Tax Prob- 
lems ® Provincial Income Taxes. 


== AND = 


Management Accounting 


Organization For Control ® Profit Planning 
® Cost Reporting and Control ® Budgetary 
Control ® Capital Budgeting 


REGISTRATION FORMS with all details will be mailed to members 
by their Provincial Institutes in September. For further information 
contact the Secretary of the local Provincial Institute or write: 

Director of Continuing Education, 

The Canadian Institute of Chartered Accountants, 

69 Bloor Street East, Toronto 5, Ontario. 
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. . your client's surest form 


of credit protection 
through the CANFACTOR NON-RE- 
COURSE FACTORING PLAN, available 
only from Canadian Factors Corporation. 


The CANFACTOR PLAN 
gives your client immediate cash upon 
shipment with no subsequent recourse 
against him, while his customer is 
billed according to existing terms. 


This surest form of credit protection 
disposes of all his credit and collection 
worries at one stroke, enables him to 
concentrate on gainful business activi- 
ties. For more information, call VIctor 
9-8681 or write: 


Canadian Factors Corporation Limited 
423 Mayor Street, Montreal 2, Que. 
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QUEBEC INSTITUTE 


The August meeting of the Quebec Insti- 
tute Council will be held in Quebec on 
Monday, August 7. The Montreal party 
will sail on the S.S. St. Lawrence on the 
evening of August 6, returning on the S:S. 
Tadoussac on August 7. 

Practice of the past several years is for the 
Council meeting to take place in the morn- 
ing, followed by a luncheon, with the Que- 
bec City Committee as hosts. 


B.C. INSTITUTE 


1961 Annual Meeting: Salubrious Okanagan 
Valley weather was on hand to greet 117 
members attending the 56th annual meeting 
of the B.C. Institute in Kelowna from June 
15 to 17. 

Thursday, June 15 was devoted to golf 
and an informal reception at the Kelowna 
Golf and Country Club. Technical sessions 
held on Friday, June 16 included an address 
by Donald C. Fillmore, Q.C. on the “Role of 
Marketing Boards”, a practitioners’ forum 
at which consideration was given to estab- 
lishing cooperative service centres to provide 
bookkeeping service at a moderate cost to 
small clients, a panel on recent income tax 
legislation (A. M. Reid, N. G. Russell and 
W. L. C. Wallace participating) and a 
panel and open meeting on the “Future of 
the Accounting Profession in B.C.” conduct- 
ed by D. B. Fields, J. B. Ewing and W. G. 
Holms. 


At the June 17 luncheon following the 
annual general business meeting, presenta- 
tions were made to George E. Winter, 
F.C.A. to mark his 50 years of membership 
in the Institute, and to retiring president 
D. B. Fields. 

Members elected to the 1961-62 Institute 
Council include J. S. McVicar (president), 
W. G. Holms (first vice-president), J. B. 
Ewing (second vice-president), J. D. Bla- 
zouske, N. M. Crute, J. B. Ferguson, G. W. 
Goold, S. B. Jenkins, H. E. Kelly, S. J. 
Ladyman, J. M. Moynes, D. C. O’Brien and 
Bruce Sangster. 

Vancouver Island C.A. Club: Dr. G. Neil 
Perry, Dean of the Faculty of Commerce 
and Business Administration was the guest 
speaker at the final luncheon meeting on 
the 1961 spring programme of the Van- 
couver Island Chartered Accountants Club. 
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CLASSIFIED ADVERTISEMENTS 


All replies to box numbers should be sent to 
The Canadian Chartered Accountant, 69 
Bloor Street East, Toronto 5, Ontario 


PRACTICE WANTED: Montreal C.A. 
wishes to purchase small to medium size 
accounting practice. Box 358. 

PRACTICE WANTED, Toronto firm of 
C.A.’s wishes to purchase small to medium 
size practice. Box 367. 

CHARTERED ACCOUNTANTS’ office re- 
quires recent C.A. graduates, students hav- 
ing completed C.A. course and senior stu- 
dents capable of assuming responsibility for 
set of accounts, Perlmutter, Orenstein, 
Giddens, Newman & Co., Mr. S. Aisenberg, 
EM. 3-3044, 121 Richmond St. West, To- 
ronto, Ont. 


FIRM OF CHARTERED ACCOUNTANTS, 
situated at Fort William, Ontario, has ex- 
cellent opportunity for young chartered ac- 
countant, or a 1961 finalist, with supervisory 
ability. Reply in confidence, stating par- 
ticulars and salary required, to Box 368. 


PRACTICE WANTED: Toronto, $50,000 
gross per annum, by two CAs; by pur- 
chase or succession arrangement. Box 369 
2ND OR 3RD YEAR STUDENT: Re- 
quired by a firm of chartered accountants 
in Southwestern Ontario. Kindly submit re- 
sults of all examinations, age, marital status 
and character references. Box 371. 


CHARTERED ACCOUNTANT: A firm of 
chartered accountants in the Maritime Prov- 
inces has an opening for a young chartered 
accountant capable of assuming responsi- 
bility. Starting salary $5,500-$7,000, de- 
pending on qualifications and experience. 
Resultant satisfactory service will lead to 
partnership. Please send resumé, giving de- 
tails concerning age, education and prac- 
tical experience together with references 
and a photograph to Office Manager, P.O. 
Box 1003, Halifax, N.S. 


CHARTERED ACCOUNTANT, B.Com., 
R.LA., age 29, seven years professional and 
taxation experience, desires position any- 
where in Canada with industrial organiza- 
tion. Available immediately. Box 372. 


BILINGUAL STUDENT in his mid 30’s 
who wrote finals in 1961 desires position 
with practising firm. Small firm with 
partnership or succession prospects pre- 
ferred. Box 364. 


PRACTICE WANTED: Calgary C.A. 
wishes to purchase to expand present prac- 
tice. Box 370. 

CHARTERED ACCOUNTANTS and senior 
students: A large firm in the Atlantic Prov- 
inces has several openings in these cate- 
gories. Applicants must provide information 
as to education, course record, age, marital 
status, etc. and state salary requirements. 
Apply to Box 365. 

RECENT GRADUATE: Chartered Account- 
ant required to assume position as resident 
manager of branch office of western Ontario 
firm of chartered accountants. Please apply 
in writing to Box 363. 

CHARTERED ACCOUNTANT WANTED: 
There is an exceptional opportunity avail- 
able in Ottawa for a recently qualified man 
who wants to start his own practice in 
public accounting. The applicant with the 
necessary qualifications, maturity and drive 
can also become a partner in a well-estab- 
lished and fast-growing province-wide or- 
ganization. Apply in confidence to Box 373. 
IMPORTANT BUREAU DE comptables 
agréés de Montréal recherche comptables 
agréés ayant quelques années d’expérience 
dans la vérification, de préférence entre 25 
et 35 ans. Salaire 4 discuter selon expéri- 
ence. Réponses traitées confidentiellement. 
Box 361. 


COMPTABLE AGREE (France), 50 ans, 
bilingue, désirant se fixer au Canada, 
cherche entrer en relation avec Membre 
de [Institut en vue d’un emploi. Mécano- 
graphie, contréle bugétaire, organisation 
scientifique du travail, expérience profes- 
sionnelle approfondie. W. Dylla-Boulinguez., 
17, rue de lEglise, Audruicq, (P. de C.) 
France. 

MANAGEMENT AUDITING: Large cor- 
poration has openings for chartered account- 
ants, preferably with a university degree, 
in the fields of management auditing. The 
positions, which have arisen due to an ex- 
pansion of responsibilities of the function, 
offer wide scope for initiative and ability 
with excellent opportunities for advance- 
ment to higher executive positions in other 
areas of accounting and finance. Previous 
internal audit experience is not required. 
Replies, which will be treated in strictest 
confidence, should state age, education, full 
details of qualifications and experience, 
salary required, and a copy of recent photo- 
graph. Box 366. 7 
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BARRISTERS AND SOLICITORS 





MACLEOD, McDERMID, DIXON, BURNS, 
LOVE & LEITCH 


Barristers and Solicitors 
} 
i 


6th Floor, Hollinsworth Building - - - Calgary, Alta. 


PITBLADO, HOSKIN & COMPANY 


Barristers and Solicitors | 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 





STEWART, SMITH & MACKEEN 


Barristers and Solicitors 


Roy Building ie a ee ee, Halifax, N.S. 





ROSS & ROBINSON 


Barristers and Solicitors 


Canadian Imperial Bank of Commerce Chambers - Hamilton, Ont. 


GOWLING, MacTAVISH, OSBORNE & HENDERSON 


Barristers and Solicitors 


88 Metcalfe Street’ - . - - - Ottawa 4, Ont. 





BLAKE, CASSELS & GRAYDON 


Barristers and Solicitors 


Canadian Imperial Bank of Commerce Building - Toronto 1, Ont. 


BORDEN, ELLIOT, KELLEY & PALMER 





Barristers and Solicitors 


The Bank of Canada Building, 250 University Avenue - Toronto 1, Ont. 
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McCARTHY & McCARTHY 
Barristers and Solicitors 


Canada Life Building, 330 University Avenue - Toronto 1, Ont. 





MELVILLE O’DONOHUE, B.Com. 
Barrister and Solicitor 


12 Richmond Street East - - - - Toronto 1, Ont. 


WRIGHT & McTAGGART 
Barristers and Solicitors 


67 Yonge Street’ - - : - - - Toronto 1, Ont. 


DUQUET, MACKAY & WELDON 
Barristers and Solicitors 


The Royal Bank Building, 360 St. James Street West — Montreal 1, Que. 


HOWARD, CATE, OGILVY, BISHOP, COPE, 
PORTEOUS & HANSARD 


Advocates, Barristers and Solicitors 


Royal Bank Building - - - - - Montreal 1, Que. 





PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 
Barristers and Solicitors 


464 St. John Street - - - - - Montreal 1, Que. 


STIKEMAN & ELLIOTT 
Barristers and Solicitors 


505 Bank of Canada Building - - - Montreal 1, Que. 





PRATTE, TREMBLAY & DECHENE 
Barristers and Solicitors 


100 Place dYouville, Suite 200 - - - Quebec, P.Q. 
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MacPHERSON, LESLIE & TYERMAN 
Barristers and Solicitors 


2236 Albert Street - - Regina, Sask. 











LIFE INSURANCE 


a 


MERTON DURANT — ROSS DURANT, C.L.U. 





We offer service based on many years of successful experience. 


Pension Plans, Estates Analysis, Employee Benefit Plans 


THE CANADA LIFE ASSURANCE COMPANY, 330 UNIVERSITY AVE., TORONTO 


JAMES B. RUSSEL, B.A., B.Com., C.L.U. 
Estate Planning 


SUN LIFE OF CANADA, 200 UNIVERSITY AVE., TORONTO 1 





ELDER, DONALDSON & CROFTS 


CREATIVE ESTATE ANALYSIS BUSINESS LIFE INSURANCE EMPLOYEE BENEFITS 
BUSINESS VALUATIONS — GEO. OVENS, C.P.A. 


Licensed with the London Life Insurance Company 


Chartered Life Underwriters 55 YONGE STREET, TORONTO, ONT. 


J. ROGER FLUMERFELT AND ASSOCIATES 
Chartered Life Underwriters 


Group Benefits Business Insurance Estate Planning 
LONDON LIFE INSURANCE COMPANY 


200 St. James St. WeEsT MONTREAL, QUE. 


SAMUEL LITWIN, C.L.U. 


Estate and Business Insurance Analyst 


SUN LIFE OF CANADA 


Sun Lire Bui_pinc MONTREAL, QUE. 














SOLE UNDERWRITERS OF 
Professional Group Loss of Income Plans 


For 


The Institute of Chartered Accountants of Ontario 


The Academies of Medicine of Hamilton, Ottawa and Toronto 


The Associations of Professional Engineers of Alberta, British 


Columbia, Ontario and Quebec 


The Bars of Montreal and Vancouver, and the Law Association 


of York County 


and over 100 other professional Associations throughout Canada 


Continental Casualty Company 


ASSOCIATION GROUP DIVISION 


Head Office of Canada: 160 Bloor St. E., Toronto 





Receivable Financing work? 


on a weekly basis but can be done 
more frequently if desired. 


The cost for the loan is slightly higher 
than the interest rate charged by the bank, 
our charge being 7% per annum. Our 
profit is made from a small service charge 
of from 1% to 244% per invoice, charged 
only once (and not each month as some 
people think), that is made when the 
receivables are discounted. 


We set no limit on our loans. Our 
advances are made accordingly to their 
sales. The more they sell, the more money 

e firm needs to operate. Funds are 
available immediately as goods are 
shipped. 


No contracts are signed obligating the 
firm to discount all their receivables for 
any period of time with us. 


Nor do we ask that they assign all their 
accounts to us. The firm may wish to keep 
certain accounts, who do not wish to be 
factored, for themselves. 


_ We advance 75% -90% on the 
invoices. These advances are usually made 


_ The difference, which we call reserves, 
is paid back when the account is paid. 


Advances on every acceptable schedule 
of invoices will be paid the same day 
we receive the schedule. 


Last year the total volume of factoring 
and accounts receivable financing in the 
United States reached $11-billion. Non- 
Bank Financing evidently works. The 
costs are usually on by increased sales; 
and increases profits through having 
proper inventories and modern plant and 
equipment made possible by our funds. 


INTER-PROVINCIAL COMMERCIAL 
DISCOUNT CORPORATION LIMITED 
1541 Davenport Road, 

Toronto 4, Ontario, LE. 6-1115 
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ARE YOU FAMILIAR WITH THESE IBM. SYSTEMS? 


As an accountant you will know a great deal about IBM Systems, 
but you may not yet be familiar with these newer ones. 


The IBM 7070 Solid State Computer—A powerful and completely 
balanced data processing system in the computer field. 

The IBM 1410 Solid State Computer—Completely modular in design, 
incorporating punched card and magneti@ tape devices as well as 
RAMAC*%, is an advance intermediate data processing system. 

The IBM 1401 Solid State Computer—A high powered data processing 
system, utilizing the building block principle, in a price range from that 
of a conventional punched card accounting system. 

The IBM Series 50—A complete punched card accounting system 


that operates at lower speeds than large systems and costs less. 
*T.M. Reg. 


For more detailed information, contact balanced data processing 
your IBM Representative 
be 


INTERNATIONAL BUSINESS MACHINES COMPANY LIMITED Branches in principal cities 
MERE SL TOSS aaa JST a ITET SS 








